


CJorn^ll ICatu i>rt|onI ffitbrarg



Cornell University Library

HG 1586.G46 1873

Principles and practice of bankini

3 1924 024 901 120



The original of tliis book is in

tlie Cornell University Library.

There are no known copyright restrictions in

the United States on the use of the text.

http://www.archive.org/details/cu31924024901120







THE

PEINCIPLES AND PRACTICE OF

BANKING.



yfi

c^^^-C-^^/





ntOM APHOTOOIVAIH^VT ££rOBA?ZO BT S TyTT.TrVTR







THE

PEINCIPLES AND PEACTICE OP

BANKING.

BY THE LATE

JAMES W^GILBART, F.R.S.,

ONE 01' THE DIEEOTOBS OE THinJ)NIION AND WESTMINSTEB BAKE,

AND EOEMERLT GENEEAL MANAGER.

NEW EDITION.

THOROUGHLY REVISED AND ADAPTED TO THE PRACTICE OF

THE PRESENT DAY.

LONDON:
BELL & DALDY, YOEK STEEET, COVENT GAEDEN.

187L



V>n'~/ii'
PRINTED BT \7. CLOWES AND SONS, ETAMVORD STREET

AND CHARING CROSS.



PREFACE.

The public appreciation of the late Mr. Grilbart's works on

banking has been testified by their frequent reissues. Of his

various publications, the " History and Principles of Banking,"

and the " Practical Treatise on Banking," have been the most

popular, and still rank as standard text-books. In the

present volume they are combined, with the double view of

preserving the more valuable characteristics of both, and,

by lessening the cost, of bringing them within the reach of the

many.

Entrusted by the publishers with the preparation of this

combined edition, I have laboured to do them justice, if not

intelligently, at least assiduously. In one respect I have been

singularly fortunate. Wheresoever, or to whomsoever, I have

applied for information—to the Bank of England, the Clearing

House, Joint-Stock Banks, Country Banks—to directors,

managers, stock-brokers, clerks—I have been received cour-

teously, answered unreservedly (confidential matters of course

excepted), and have been afforded the information I sought,

rather as if I were conferring a favour oh my informants,, than

as if I were the party benefited and honoured. One honourable
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peculiarity, common to all, especially struck me, namely, the

ready frankness with which each confessed his inability to

enlighten me on matters unconnected with his own department.

Would I were at liberty to give the names of these highly

informed and cultivated gentlemen to whom I owe so much,

but to whom I must only return, generally, my sincere and

grateful thanks. Yet, however pleasurable this would be to

my sense of obligation, I doubt its turning to my editorial

repute. Their names, like " the King's," would, indeed, be " a

tower of strength;" but, on the credit of them, it would

naturally be presumed that the following pages were free from

errors ; an exemption which, from the very nature of the

subject matter, not to speak of my own "shortcomings," is

impossible.

They who are familiar with Mr. Gilbart's writings will see at

a glance that numerous alterations have been made in the

present edition. Almost the entire section on "Banking

Calculations " has been expunged, many " tables " omitted, the

" reports of the joint-stock banks " left out, the excellent advice

(which would now be considered " old-fashioned ") contained in

the section, " The Duties of Public Companies," much abridged,

and forms of letters, guarantee bonds, prospectuses, legal under-

takings, &c. &c., ruthlessly excised.

Not one omission of the kind, however, has been made

unauthorized by the best authorities—bankers themselves.

En revanche, if, under advice, I have omitted much, I have

added not a little ; to wit, an account of the panics of 1857 and

1866, a description of the present admirable system pursued at

the Clearing House, the existing rules for regulating the

Scotch exchanges, and many minutiae respecting the Bank of

England, and the Scotch and Irish banks. Some of these
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additions are distinguished from the original text by brackets,

and some of the additional notes by the word " editor " after

them. I say "some," because the distinguishing signs just

mentioned have not been invariably inserted, and because the

minor corrections rendered necessary since Mr. Gilbart's last

revision of his writings have been so numerous, that to have

made them otherwise than silently would have seemed, as well

as have been, an ostentation of labour—" great cry, and little

wool."

It is weU known that Mr. Grilbart held decided opinions as to

the effects of the Act of 1844, and as to the natural laws of

'

Exchange and Currency. His opinions have stood the test of a

long experience, and are now generally received. His masterly

disquisitions on these subjects are given verbatim, and deserve

the serious attention, not only of the banking world, but of the

legislature.

The present edition being chiefly intended for the use of the

student, especially of those younger clerks in banks who aspire

to a knowledge of their business beyond its mere mechanism,

which may enable them to pioneer their way to new truths,

and to the realization of those truths by elevating sound theory

into sound practice after the example set by Mr. Gilbart, I

would respectfully recommend a preliminary study of that

portion of the " History and Principles " embodied herein, and

suggest that on proceeding to the " Practice of Banking,"* they

should revert, as they read the sections, to the corresponding

sections in the " History and Principles."

I must note that although in the latter, the history of

banking is not brought down later than 1833, yet that such

details as refer to banking operations, ex. gra., " the facilities

* The original title is, "A Practical Treatise on Banking."



vi Preface.

granted by the Bank of England," p. 92—are corrected to the

present time, and that the further history is continued in the

" Practice of Banking."

A summary or abstract of the principal Banking Acts, not

detailed in the body of the work, as well as some changes

which have occurred since the text has been printed, will be

found in the Appendix.

It only remains for me to solicit that indulgence from reader

and critic, which no one can more unaffectedly feel that he

needs than

The Editok.
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THE

HISTORF AND PRINCIPLES

OF

BANKING.

SECTION I.

THE OBIGIN AND PROGRESS OF BANKING.

An eminent historian observes, that " it is a cruel mortification,

in searchicg for what is instructive in the history of past times,

to find that the exploits of conquerors who have desolated the

earth, and the freaks of tyrants who have rendered nations

unhappy, are recorded with minute and often disgusting ac-

curacy, while the discovery of useful arts, and the progress of

the most beneficial branches of commerce are passed over in

silence, and suffered to sink into oblivion." * This remark is

strictly applicable to the origin and progress of banking. We
have but little information as to what kind of banks existed in

the earlier ages, or on what system they conducted their

business. As most of the nations of antiquity subsisted chieily

on agriculture, they probably had little occasion for banks ; for

it is only in commercial countries that these institutions have

attained to any high degree of prosperity. And as even the

commercial nations of antiquity were unacquainted with joint-

stock companies, or commercial corporations, and had not

discovered the use of paper-money or bills of exchange, the

business of a banker, even among them, must have been

somewhat different from that of a banker of the present day.

The merchants of those early times employed as money, gold

and silver bullion ; and received it and paid it away by weight.

* Robertson's Historical Disquisition on India, page 46.
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It is probable that the merchants would require that the

precious metals they received should be of a certain degree of

fineness. We read of Abraham * weighing unto Ephron 400

shekels of silver, ewrent money with the merchant—a phrase

which implies that the momey current with the merchant was

different from that in ordinary use.

After bullion was superseded by coin, and each nation had a

coin of its own, the merchants would necessarily in the course

of their business receive coins belonging to different nations,

and hence would be applied to by strangers who wished to

exchange their own money for the money of the country in

which they sojourned. This would take place more particu-

larly in those oriental countries whose inhabitants were ac-

customed in certain seasons to meet together for the celebration

of public festivals. We read in the New Testament t of money-

changers who had tables in the Temple of Jerusalem. It is

probable they attended for the purpose of giving Jewish money

in exchange for those various coins which persons coming from

the neighbouring countries might have brought with them.

Whether the business of money-changing was carried on as a

separate employment, or united with the general business of a

merchant, we are not informed; but it is stated, that the

exchangers allowed interest for money lodged in their hands.

" Thou wicked and slothful servant, thou oughtest to have put

my money to the exchangers, and then at my coming I should

have received mine own with usury." % Troin the circumstance

of their allowing interest on money, we may infer that they also

lent money on interest ; otherwise they would have had no use

for the money they borrowed. This scanty information forms

the whole of our knowledge respecting the mode of banking

practised by the ancient Babylonian, Egyptian, and Jewish

nations.

With respect to the Bankers of Greece we have more ample
details

:

In Greece the first banks were the temples.

" The wealth and growing estimation of Delphi had also another source
of which information remains only so fax as to assure us of the fact with
far less explanation of circumstances than for its importance might be
desired. In the general insecurity of property in the early ages, and
especially in Greece, it was highly desirable to convert all that could be

* Genesis xxiii. 16. \ Matthew xxi. 12. \ Matthew xxv. 27.
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spared from immediate use into that which might more easily be removed

from approaching danger. By a compact, understood among men, with

this view the precious metals appear to have obtained their early esti-

mation. Gold, then, and silver having acquired their certain value as

signs of wealth, a deposit secure against the dangers continually threaten-

ing, not individuals only, but every town and state in Greece, would be a

great object of the wealthy. Such security offered nowhere in equal

amount as in those temples, which belong not to any single state, but were

respected by the common rehgion of the nation. The priesthood, not

likely to refuse the charge, would have a large interest in acquiring the

reputation of fidelity to it. Thus Delphi appears to have become the great

bank of Greece, perhaps before Homer, in whose time its riches seem to

have been already proverbial. Such then was found the value of this

institution, that when the Dorian conquerors drove so large a part of the

Greek nation into exile, the fugitives who acquired new settlements in
,

Asia, established there their own national bank in the manner of that of
their former country, recommending it to the protection of the same

divinity. The Temple of Apollo, at BranchidsB, became the great

depository of the wealth of Ionia." *

Afterwards the temple of Olympia, like that at Delphi,

became an advantageous repository for treasure. But although

the temples discharged one of the offices of banks, by being

places of security, yet as they did not grant interest on the

money deposited, they did not supersede banks of deposit

established by private individuals. At Athens especially,

banking was a flourishing trade.

" The greater part of the Athenians employ their money in trade, but

they are not permitted to lend it for any place but Athens. They receive

an interest for the use of it which is not fixed by the laws, but stipulated

in a contract, deposited either in the hands of a banker or some friend to

both parties. If, for instance, a voyage is to be made to the Cymmerian

Bosphorus, the instrument specifies the time of the departure of the

vessel, the kind of commodities with which she is to be freighted, the sale

which is to be made of them in the Bosphorus, and the merchandize which

she is to bring back to Athens; and as the duration of the voyage is

uncertain, some agree that their money shall not be payable till the return

of the vessel, whale others, more timid, and contented with a less profit,

require that it shall be repaid at the Bosphorus immediately after the

sale of the goods carried out ; in which case they either themselves repair

to the place where they are to receive it, or send thither some person in

whom they can confide, and whom they empower to act for them.

" The lender has his security, either on the merchandize or the goods of

the borrower ; but as the dangers of the sea are in part risked by the

former, and the profit of the latter may be very considerable, the interest

of money thus lent may rise as high as thirty per cent., more or less,

according to the length and hazards of the voyage.

* Mitford's History of Greece, vol. i. page 193.

B 2
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" The usury of which I have spoken is known by the name of maritime;

that called landed is more oppressive, and no less variable.

" Those who, without risking the dangers of the sea, wish to derive

profit &om their money, lend it to bankers at the rate of twelve per cent

per annum, or rather one per cent, for every new moon. But as the laws

of Solon do not prohibit those who have money from demanding the most

extravagant interest for it, some persons receive more than sixteen per

cent., and others, especially among the lower classes of people, exact every

day the quarter of the principal. These extortions are not concealed, and

cannot be punished, except by the public opinion, which condemns, but

does not sufficiently despise those who are guilty of them.
" Commerce increases the circulation of wealth, and this circulation has

given birth to the occupation of bankers, which facilitates it still more.

A person who is about to make a voyage, or who fears to keep by him too

« great a sum of money, lodges it in the hands of these bankers, sometimes

"only as a trust, and without requiring any interest, and sometimes on

condition of sharing with them the profit it shall produce. They advance

money to generals who go to take on them the command of armies, or

other individuals who stand in need of their assistance.

" In the greater part of bargains made by them, no witness is required

;

they content themselves with entering in a register that such a person has

deposited in their hands such a sum, which they must repay to such

another, if the former should happen to die. It would sometimes be very

difficult to prove that they have received a sum of money, were they to

deny it ; but if they should expose themselves to such a charge more than

once, they would lose the confidence of the public, on which depends their

success in the business in which they are engaged.
" By employing the money deposited in their hands, and lending it at a

greater interest than they are to pay for it, they amass riches which gain

them friends, whose protection they purchase by assiduous services. But
all is lost when, unable to call in their money, they are incapable of

fulfilling their engagements. They are then obliged to conceal themselves,

and can only escape the severity of justice by surrendering all their

remaining property to their creditors.

" Those who wish to exchange foreign moneys apply to the bankers,

who by different means, as the touchstone and the balance, examine

whether they are not adulterated or deficient in weight." *

In a treatise published by Xenophon, upon the Athenian
revenue, we meet with the first suggestion for the establishment

of a joint-stock bank.

" A very remarkable project, which seems to have been original with
Xenophon, next occurs—the establishment of a bank by subscription, open
to all the Athenian people. The interest of money, it appears, was
enormous at Athens, an unavoidable consequence of the wretched in-

security of person and property. Throughout modern Europe, land is, of

* See Travels of Anaoharsis in Gtieeoe, by the Abbe' Barthelemy, and the
authorities there roferied lo.
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all property, esteemed the safest source of income ; but in Greece it was
held that the surest return was from money lent at interest. For in the

multiplied division of Greece iuto small republics with very narrow

territories, the produce of land was continually liable to be carried off or

destroyed by an invading enemy, but a moneyed fortune, according to

Xenophon's observation, was safe within the city walls. In proportion,

then, to the interest of money, and the insecurity of all tMngs, the profits

of trade will always be high, and thus numbers would be induced to

borrow, even at a high interest. Xenophon therefore proposed, by lending

from the pubHo stock, and encom'aging commercial adventure by just

regulations, to raise a great revenue, and, by the same means, instead of

oppressing to enrich individuals. As a corollary, then, to his project, when
the amount of the subscription or its profits might allow, he proposed to

improve the ports of Athens, to form wharves and docks, to. erect halls,

exchanges, warehouses, market-houses, and inns ; for all which tolls and

rents should be paid, and to build ships to be let to merchants. Thus,

while numbers of individuals were encouraged and enabled to employ

themselves for their private benefits, the whole Athenian people would

become one great banking company, from whose profits every member, it

was expected, would derive at least an easy hvehhood." *

At Eome, the bankers were called Argentarii, Mensarii,

Nmrndarii, or Gollybistoe. The banking-houses or banks were

called Tdbernse Argentwrice, or Mensse Numularise. Some of

these bankers were appointed by the government to receive the

taxes, others carried on business on their own accoimt. Their

mode of transacting business was somewhat similar to that

which is in use in modern times. Into these houses the state or

men of wealth caused their revenues to be paid, and they

settled their accounts with their creditors by giving a draft or

cheque on the bank. If the creditor also had an account at the

same bank, the account was settled by an order to make the

transfer of so much money from one name to another. To

assign over money or to pay money by a draft, was called

^erscribere, and rescribere ; the assignment or draft was called

attrilutio. These bankers, too, were money-changers. They

also lept money on interest, and allowed a lower rate of

interest on money deposited in their hands. In a country

where commerce was looked upon with contempt, banking

could not be deemed very respectable. Among most of the

ancient agricultural nations, there was a prejudice against the

taking of interest for the loan of money. Hence the private

bankers at Eome were sometimes held in disrepute, though

those whom the government had established as public cashiers,

* Mitford's History of Greece, vol. iv. page 22.
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or receivers-general, as we may term them, lield so exalted a

rank, that some of them became consuls.*

The Eomans had also loan banks, from which the poor

citizens received loans without paying interest. We are told

that the confiscated property of criminals was converted into a

fund by Augustus Csesar, and that from this fund sums of

money were lent without interest to those citizens who could

pledge value to double the amount. The same system was

pursued by Tiberius. He advanced a large capital, which was

lent for a term of two or three years to those who could give

landed security to double the value of the loan. Alexander

Severus reduced the market-rate of interest by lending sums of

money at a low rate, and by advancing money to poor citizens

to purchase lands, and agreeing to receive payment from the

produce.

After commerce and the arts had revived in Italy, the

business of banking was resumed. The word bank is derived

from the Italian word Banco, a hench—the Jews in Lombardy
having benches in the market-place for the exchange of money
and bills.t When a banker failed, his bench was broken by the

populace ; and from this circumstance we have our word hanh-

ru^t. Though the States of Venice and Genoa made the most

rapid advances in commerce, and established public banks, yet

the department of banking appears to have fallen more par-

ticularly into the hands of the Florentines. " As the Floren-

tines did not," like the Venetians and the Genoese, " possess

any commodious seaport, their active exertions were directed

chiefly towards the improvement of their manufactures and
domestic iadustry. About the beginning of the fourteenth

century, the Florentine manufacturers of various kinds, par-

ticularly those of silk and woollen cloth, appear, from the

enumeration of a well-informed historian, to have been very

* Seo Beokmann's History of Inventions, toI. iii. page 19.

t This is the commonly received derivation. A more accurate etymology is

that which derives the word from the Italian Monte (Latin, Mom'), a mound, heap,
or bank. Thus the Italian Monte di Pieta and the French Mont de Pifftff signify
" A Charity Bank." Bacon and Evelyn use the word in the same sense. Bacon
says, " Let it be no Bank or common stock, but every man be master of his own
money." Evelyn, adverting to the Monte di Pieta at Padua, writes, " There is a
continuiil hank of money to assist the poor." Blackstone also :

" At Florence in
1344, government owed 60,000?., and being unable to pay it, formed the principal
into an aggregate sum called, metaphorically, a Mount or Bank.' (Vol. i.)
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considerable. The connections which they formed in difierent

parts of Europe, by furnishing them with the productions of

their own industry, led them to engage in another branch of

trade, that of banking. In this they soon became so eminent,

that the money transactions of almost every kingdom in Europe

passed through their hands, and in many of them they were

intrusted with the collection and administration of the public

revenues. In consequence of the activity and success with

which they conducted their manufactures and money trans-

actions—the former always attended with certain though

moderate profit, the latter lucrative in a high degree, at a

period when neither the interest of money nor the premium on

bUls of exchange were settled with accuracy—Florence became

one of the first cities in Christendom, and some of its citizens

extremely opulent."* Cosmo di Medici was reckoned the

most wealthy merchant ever known in Europe, and in a treaty

whereby Louis XI. engaged to pay Edward IV. fifty thousand

crowns annually, it was expressly stipulated that the king of

France should engage the partners of the Bank of Medici to

become bound for the faithful and regular performance of this

agreement on the part of himself and his heirs.f

Although the business of banking has probably always been

carried on by private individuals before it has been carried on

by a public company, yet most countries have found it useful

to establish a public or national bank. Some of these banks

have been founded for the purpose of facilitating commerce,

others to serve the government.

The most ancient bank was that of Venice. It is supposed

to have been established in 1157. t The State being involved

in debt, through a long and severe war, the public creditors

were formed into a corporation, with peculiar privileges, and

the debts were allowed to be transferred from one name to

another, much in the same way as our public funds, or the stock

of our public banks. It was made a particular regulation that

all payments of wholesale merchandise, and bills of exchange,

should be in bank money ; and that all debtors and creditors

should be obliged, the one to carry their money to the bank,

the other to receive their payments in banco, so that payments

* Eobertson's Disquisition on India, page 113.

t Maopherson's History of Commeroe, vol. i. page 698.

J Anderson's History of Commerce, vol. i. page 156.
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were made by a simple transfer of stock from one account to

the other. This bank may be deemed a wonder for the twelfth

century, but requiring much alteration to adapt it to the modes

and manners of the nineteenth.*

So early as the year 1349 the business of banking was carried

on by the drapers of Barcelona, who were probably the most

wealthy class of merchants in that city. But by an ordinance

of the king of Arragon, they were not allowed to commence

this branch of trade until they had first given sufficient security.

In the year 1401 a public bank was established by the magis-

trates, and the city funds were responsible for the money placed

in the bank. They exchanged money, received deposits and

discounted bills of exchange, both for the citizens and for

foreigners.!

The bank of Genoa was established in 1407. This bank, like

that of Venice, owed its origin to the debts of the State. Con-

siderable confusion had arisen from the multitude of loans which

the republic had contracted with its citizens. These various

loans were now formed into one total amount, and made the

capital of the bank. This bank was called the Chamber of

St. George, and its management was intrusted to eight directors,

elected by the proprietors of the stock. As a security for the

debt, the State made over to the bank several cities and terri-

tories, among which were the port of Caffa and the little

kingdom of Corsica.

The bank of Amsterdam was founded in the year 1609. It

was occasioned by the vast quantity of worn and clipped coins

then in circulation, in consequence of which the value of the

currency was reduced above nine per cent, below that of good
money fresh from the mint. The bank received these de-

ficient coins at nearly their intrinsic value, and made all its

issues in coin of the standard weight and fineness. At the same

* See Montefiore's Commercial Dictionary, Article Bank. It was not until 1587
that the Bank of Venice became a bank in the modern sense of the word. The
extensive foreign trade of the city brought thither coins of all countries, and in

every state of wear. To remedy the loss and inconvenience thus caused, the
merchants were ordered to bring their coins to the Bank, where they were weighed
the merchants receiving notes, promisiug to pay the bearer on demand bullion of
the proper or standard fineness, equal to the value of the coins paid in. The
Bunk was a Bank of Deposit solely—exchanging notes for bullion, and buUion
for notes.

t Macpherson's History of Commerce, vol. i. pp. 540, 612.
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time a law was made that all foreign bills of exchange should

be paid in bank money. This law raised the value of bills on

Holland in foreign countries, and compelled every merchant to

keep an account at the bank, in order that he might at all times

have legal money to pay his foreign bills. The premium (called

the Agio) on bank money was regulated by the market price of

gold, and was subject to considerable fluctuations. To prevent

the gambling to which these fluctuations gave rise, the bank at

length determined to sell bank money for currency at five per

cent, agio, and to buy it again at four per cent. Pi-om this and

other sources of profit the bank is supposed to have gained a

considerable revenue. It was the entire property of the city

of Amsterdam, and was placed under the direction of four burgo-

masters, who were changed every year.*

The bank of Amsterdam was the model on which were formed

most of the European banks now in existence ; but they have

varied very- considerably from each other, according to the

circumstances of the respective countries in which they have

been established.

SECTION II.

THE EISE OF BANKING IN ENGLAND.

The exchanging of money ; the lending of money ; the borrow-

ing of money ; the transmitting of money, are the four principal

branches of the business of modern banking, and in most coun-

tries they seem to have taken their rise in the order in which

they are here named.

MONEY-CHANGING.

For several centuries the only coin current in England was

made of silver, and the highest denomination was the silver

penny. This coin contained about half as much silver as one of

our sixpences. ' There were also silver half-pence and silver

farthings, and frequently the silver pennies were cut into halves

and quarters to serve the purpose of half-pence and farthings,

until laws were made to prohibit the practice. Copper was not

coined in England until the year 1609, and then the small

* Adam Smith's Wealth of Nations, vol. ii. p. 220. Edition 1812.
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leaden tokens previously issued by private individuals were

suppressed.

Gold was first coined in England in 1257, but soon went out

of circulation, and did not enter permanently into currency

until 1344, when Edward III. issued gold nobles,* half nobles,

and farthing nobles; the noble to pass for 6s. 8d., the half

noble for 3s. U., and the farthing noble for Is. 8i. This coinage

seems to have given rise to the office of Eoyal Exchanger :

—

" It was not so easy a matter in the times we are now considering to

exchange gold and silver coins for each other as it is at present, and,

therefore, Edward III. and several of his successors took this office into

their own hands, to prevent private extortion as well as for their own
advantage, and they performed it by appointing certain persons, furnished

with a competent quantity of gold and silver coins, in London and other

towns, to be the only exchangers of money, at the following rate :

—
"When

these royal exchangers gave silver coins for a parcel of gold nobles, for

example, they gave one silver penny less for each noble than its current

value, and when they gave gold nobles for silver coins they took one

penny more, or 6s. ^d. for each noble, by which, in every transaction, they

made a profit of 1 l-5th per cent. These royal exchangers had also the

exclusive privilege of giving the current coins of the kingdom, in exchange

for foreign coins, to accommodate merchant-strangers, and of purchasing

light money for the use of the mint. As several laws were made against

exporting English coin, the king's exchangers, at the several seaports,

furnished merchants and others who were going beyond seas with the

coins of the countries to which they were going, in exchange for English

money, according to a table which hung up in their office for pubho
inspection. By these various operations they made considerable profits,

of which the king had a certain share. The house in which the royal

exchanger of any town kept his office was called the Exchange, from which
it is probable the public structures where merchants meet for transacting

business derive their name." f

This institution continued until the middle of the reign of

Henry VIII., when it fell into disuse. It was re-established in

1627,by Charles I., who then issued the following proclamation :

—

" Whereas the exchange of all manner of gold and silver current in

moneys or otherwise, as the buying, seEing, and exchanging of all manner
of bullion, in species of foreign coins, biUets, ingots, &c., fine, refimed, or
allayed howsoever, being fit for our mint, hath ever been and ought to be
our sole right, as part of our prerogative, royal and ancient revenue,
wherein none of our subjects of whatever trade or quality soever, ought at
all, without any special Ueence, to intermeddle, the same being prohibited
by divers Acts of Parliament and Proclamations, both ancient and modern.

* So named from the noble nature of the metal they were made of.

t Henry's History of England, vol. viii. page 347.
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And whereas ourself and divers of our royal predecessors have, for some
time past, tolerated a promiscuous kind of liberty to all, but especially to

some of the mystery and trade of goldsmiths in London and elsewhere,

not only to make the said exchanges, but to buy and sell aU manner of

bullion, and from thence some of them have grown to that licentiousness,

that they have for divers years presumed, for their private gain, to sort

and weigh all sorts of money current within our realm, to the end to cull

out the old and new moneys, which, either by not wearing or by any

other accident, are weightier than the rest, which weightiest moneys have

not only been molten down for the making of plate, &c., but even traded

in and sold to merchant-strangers, &c., who have exported the same,

whereby the consumption of coins has been greatly occasioned, as also the

raising of the silver even of our own moneys to a rate above what they are

truly current for, by reason whereof no silver can be brought up to our

mint but to the loss of the bringers, &c.—For the reforming of all which

abuses we have, by the advice of our Privy Council, determined to assume

our said right, for our own profit and the good of the reahn, and for this

end we do now appoint Henry Earl of HoUand and his deputies, to have

the oflce of our changes, exchanges, and out-changes whatsoever, in

England, "Wales, and Ireland.—And we do hereby strictly ohaige and

command that no goldsmith nor other person whatsoever, other than the

said Earl of Holland, do presume to change, &c." *

As this measure occasioned some dissatisfaction, the king

authorized, in the following year, the publication of a pamphlet,

entitled " Cambium Eegis, or the Office of his Majesty's Ex-

changer Eoyal." In this pamphlet it was attempted to be

shown :

—

" That the prerogative of exchange of bullion for coin has always been a

flower of the Crown, of which instances are quoted from the time of King

Henry 1 downwards. That King John farmed out that office for no,

smaller a sum than five thousand marks—that the place or office where

the exchange was made in his reign was near St. Paul's Cathedral in

London, and gave name to the street still called the Old 'Change—that in

succeeding reigns there were several other places for those exchanges

besides London—that this method continued to Henry the Eighth's time,

who suffered his coin to be so far debased that no regular exchange could

be made—that the same confusion made way for the London goldsmiths

to leave off their proper trade of gdldsmithrie, i. e., the working and selling

of new gold and silver plate, and manufacture, the sole intents of all their

charters, and to turn exchangers of plate and foreign coins for our English

coins, although they had no right to buy any gold or silver for any other

purpose than for their manufacture aforesaid, neither had any other person

but those substituted by the Crown a right to biiy the same. The king,

therefore, has now resumed this office, not merely to keep up his right so

to do, but likewise to prevent those trafficking goldsmiths from culUng and

sorting all the heavy coin, and selling the same to the mint of Holland,

* Anderson's History of Commerce, vol. ii. page 32-1
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which gamed greatly thereby, or else by melting those heavy coins down

for making of plate, witness the pieces of thirteenpence-halfpenny, old

shillings of Queen Elizabeth, ninepenny and fourpenny-halfpenny pieces,

which, being weighty moneys, none of them were now to be met with,

whereby they have raised the price of silver to twopence per ounce above

the value of the mint, which thereby has stood still ever since the eleventh

of King James—that for above thirty years past it has been the usual

practice of those exchanging goldsmiths to make their servants run

every morning from shop to shop to buy up all weighty coins for the

mints of Holland and the East countries, whereby the king's mint has

stood still."

Not only the Goldsmiths' Company of London, but the lord

mayor, court of aldermen, and common council, petitioned

against the revival of the office' of the Eoyal Exchanger. They
were not, however, successful, and on a second application of the

Goldsmiths' Company, the king told them " to trouble him no

farther, since his right to the office was undoubtedly clear."

After the death of Charles I. this office was not continued, and
the business of money-changing fell again into the hands of the

Goldsmiths. Their shops were situated chiefly on the south

row of Cheapside, and extended from the street called the Old
'Change unto Bucklersbury.*

MONEY-LENDING.

That part of the business of banking which consists in the
lending of money lay, during the Middle Ages, under severe re-

.straints. The taking of interest for the loan of money was
deemed sinful, and stigmatized with the name of usury. This
opinion appears to be wholly unwarranted, either by the prin-

ciples of natural equity or the enactments of the Mosaic law.
" The taking of interest from Israelites was forbidden by Moses

;

not, however, as if he absolutely and in all cases condemned
the practice, for he expressly permitted interest to be taken
from strangers, but out of favour to the poorer classes of the
people. The farther we go back towards the origin of nations,
the poorer do we commonly find them, and the more strangers
to commerce ; and where this is the case, people borrow, not
with a view to profit, but from poverty, and in order to procure
the necessaries of life ; and there it must be, no doubt, a great
hardship to give back more than has been got. The taking of

See Maitlaiid's History of I/ondon, page 826,
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interest from strangers, Moses has not only nowhere forbidden,

but even expressly authorized it. Hence it is clear that he
does by no means represent interest as in itself sinful and un-
just. Any such prohibition of interest in our age and country
would, without doubt, be unjust towards lenders, and destructive

to trade of every description. Among all the remnants of ancient

laws, it would be difficult to find one which, in the present state

of society, it would be more foolish and hurtful to revive and
enforce. It could only suit a state so constituted as was that

of the Israelites by Moses."* The taking of interest for the

loan of money was first prohibited in England by Edward the

Confessor. This law, however, appears to have become obso-

lete ; for, in a council held at Westminster, in the year 1126,

usury was prohibited only to the clergy, who, in case they

practised it, were to be degraded ; and in another Council,

held twelve years afterwards, it was decreed that, " such of the

clergy as were usurers and hunters after sordid gain, and for

the public employments of the laity, ought to be degraded."

The earliest mention we find in the English history, of a certain

yearly allowance for the usury or interest of money, is in the

year 1199, the tenth and last year of Eichard the First. In

this case the rate of interest was 10 per cent. This appears to

have been the ordinary or market-rate of interest from that

period until the time of Henry VIII., but there are many in-

stances on record of a much higher rate of interest being taken,

especially by the Jews and the Lombards, who, in those times,

were the principal money-lenders. The exorbitant interest

taken by them is supposed by eminent writers to have been the

effect of the prohibition of usury.

The Jews, who were previously famous in foreign countries

for their " egregious cunning in trade and in the practice of

brokerage," arrived in England about the time of the Conquest,

and soon became remarkable for wealth and usury. " The pre-

judices of the age," says Hume, " had made the lending of

money on interest pass by the invidious name of usury
; yet the

necessity of the practice had still continued it, and the greater

part of that kind of dealing fell everywhere into the hands

of the Jews, who, being already infamous on account of their

religion, had no honoiir to lose, and were apt to exercise a pro-

fession odious in itself by every kind of rigour, and even some-

* See Miehaelis's Commentariea on the Laws of Moses, vol. ii. pp. 324 to 342.
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times by rapine and extortion. The industry and frugality of

this people had put them in possession of all the ready money,

which the idleness and profusion common to the English with the

European nations enabled them to lend at exorbitant and un-

equal interest."* Henry III. prohibited the Jews taking more

than twopence a week for every 20s. they lent to the scholars

at Oxford-t This is after the rate of 43Z. 6s. 8d. per cent, per

annum. Peter of Blois, Archdeacon of Bath, writes thus to his

friend the Bishop of Ely, " I am dragged to Canterbury to be

crucified by the perfidious Jews amongst their other debtors,

whom they ruin and torment with usury. The same sufierings

await me also at London, if you do not mercifully interpose for

my deliverance, I beseech you, therefore, most Key. Father

and most loving friend, to become bound to Samson the Jew
for 61. which I owe him, and thereby deliver me from that

cross."! The wealth and the rapacity of the Jews occasioned

the most cruel proceedings against them on the part of both the

populace and the Government. These persecutions terminated

by their expulsion from England in the year 1290. They were

not readmitted until the time of Oliver Cromwell. On this

occasion the Protector summoned an assembly to debate two

questions : 1st, whether it were lawful to tolerate the Jews

;

and 2nd, if it were, on what conditions ? The assembly con-

sisted of two judges, seven citizens of London, among whom
were the lord mayor and the sherifis, and fourteen divines.

The judges considered toleration merely as a point of law, and
declared they knew of no law against it, and that if it were

thought useful to the State,- they would advise it. The citizens

viewed it in a commercial light, and they were divided in their

opinions about its utility. Both these, however, despatched the

matter briefiy ; but the divines violently opposed it by text after

text for four whole days. Cromwell was at length so weary that

he told them he had hoped they would have thrown some light

on the subject to direct his conscience, but, on the contrary, they
had rendered it more obscure and doubtful than before ; that he
desired, therefore, no more of their reasonings, but lest he should
do anything rashly, he begged a share in their prayers.

Previous to the expulsion of the Jews, the Lombards had

* Hvime's History of England, chap. 10.

t Henry's History of England, vol. vi. page 280.

J Ibid.
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settled in England, and they soon became as great usurers as

the Jews themselves. By Lombards were generally understood

Italian merchants from the four republics of Genoa, Lucca,

Florence, and Venice. The foreign commerce of those times

was usually carried on by companies of merchants who, on pay-

ment of certain duties, were invested by the government with a

monopoly of the trade to those countries of which they were

natives, and they also possessed peculiar privileges. " As the

Lombards engrossed the trade of every kingdom in which they

settled, they soon became masters of its cash. Money of course

was in their hands not only a sign of the value of their commo-
dities,but became an object of commerce itself. They dealt largely

as bankers. In an ordonnance a.d. 1295, we find them styled

meroatores and eamjpsores. They carried on this, as well as other

branches of their commerce, with somewhat of that rapacious

spirit which is natural to monopolizers who are not restrained

by the concurrence of rivals : an opinion which prevailed in the

Middle Ages was, however, in some measure the cause of their

exorbitant demands, and may be pleaded in apology for them.

Commerce cannot be carried on with advantage, unless the persons

who lend a sum are allowed a certain premium for the use of

their money, as a compensation for the risk which they run in

permitting another to traffic with their stock. This premium

is fixed by law in all commercial countries, and is called the

legal interest of moneJ^ But the Fathers of the Church

absurdly applied the prohibitions of usury in Scripture to the

payment of legal interest, and condemned it as a sin. The

schoolmen, misled by Aristotle, whose sentiments they followed,

implicitly and without examination adopted the same error and

enforced it. Thus the Lombards found themselves engaged in

a traffic which was deemed criminal and odious. They were

liable to punishment if detected. They were not satisfied,

therefore, with that moderate premium which they might have

claimed, if their trade had been open and authorized by law.

They exacted a sum proportional to the danger and infamy of

a discovery. Accordingly we find it was usual for them to de-

mand twenty per cent, for the use of money in the thirteenth

century. About the beginning of that century the Countess of

Flanders was obliged to borrow money in order to pay her

husband's ransom. She procured the sum requisite, either from

Italian merchants or from Jews. The lowest interest which
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she paid to them was above twenty per cent., and some of them

exacted near thirty. In the fourteenth century, a.d. 1311,

Philip IV. fixed the interest which might be legally exacted

in the fairs of Champagne at twenty per cent. The interest

of money in Arragon was somewhat lower. James I., A.D. 1242,

fixed it by law at eighteen per cent. As late as the year 1490,

it appears that the interest of money in Placentia was at

the rate of forty per cent. This is the more extraordinary,

because at that time the commerce of the Italian states was

become considerable. It appears from Lud. Guicciardini that

Charles V. had fixed the rate of interest in his dominions in the

Low Countries at twelve per cent., and at the time when he

wrote, about the year 1560, it was not uncommon to exact more

than that sum. He complains of this as exorbitant, and points

out its bad effects both on agriculture and commerce. This

high interest on money is alone a proof that the profits on com-

merce were exorbitant. The Lombards were also established

in England in the thirteenth century, and a considerable street

in the city of London still bears their name. They enjoyed

great privileges, and carried on an extensive commerce, parti-

cularly as bankers." *

The English monarchs frequently borrowed money of the

Lombards, as well as of other public bodies and of private in-

dividuals. The companies of foreign merchants made advances

of money, which were repaid by the duties on their merchan-

dise. The oldest and wealthiest of these companies, the Steel-

Yard Company, was a kind of bank to our kings, wheneve

they wanted money on any sudden emergency, but the coiu-

pany was sure to be well paid in the end for such assistance.!

In the year 1546 the taking of interest for money was made
legal in England, and the rate was fixed at ten per cent. 'j.his

Act was repealed in the year 1552, but it was re-enacted in

1571. The legal rate of interest was reduced to eight per cent,

in 1624, and to six per cent, in 1651. In the year 1714 it was

reduced to five per cent. % After the taking of interest was

sanctioned by law, the term USURY, which was previously

applied to interest in general, became limited, to denote a rate

of interest higher than that which the law allowed.

* Robertson's History of Charles V. vol. i., page 257.

t Anderson's History of Commerce, vol. ii, page 192.

X Since repenled.
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MONET BOEKOWING.

That part of the business of banking which consists in the

borrowing of money, with a view of lending it again at a higher

rate of interest, does not appear to have been carried on by
bankers until the year 1645, when a new era occurred in the

history of banking. The goldsmiths, who were previously only

money-changers, now became also money-lenders. They became
also money-borrowers, and allowed interest on the sums they

borrowed. They were agents for receiving rents. They lent

money to the king on the security of the taxes. The receipts

they issued for the money lodged at their houses circulated from

hand to hand, and were known by the name of " Goldsmiths'

notes." These may be considered as the first kind of bank

notes issued in England. The following account of these bank-

ing goldsmiths is taken chiefly from Anderson's ' History of

Commerce.' *

When our merchants became enriched by commerce, they

wished for a place of security in which they might deposit

their wealth. Hence they usually sent their money to the mint

in the Tower of London, which became a sort of bank. The

merchants left their money here when they had no occasion for

it, and drew it out as they wanted it. But in 1640, King

Charles I. took possession of 200,000?. of the merchants' money

that had been lodged in the mint,t and from that period the

merchants kept their money in their own houses, under the care

of their servants and apprentices. On the breaking out of the

,pivil war between Charles I. and the Parliament, it became very

customary for the apprentices to rob their masters, and then

run away and join the army. As the merchants could now

place no confidence either in the public authorities or in their

own servants, they were under the necessity of employingbankers.

These bankers were the goldsmiths. Previous to this period,

the business of the goldsmiths was similar to what it is in our

own time. They bought and sold plate and foreign coins ; they

procured gold to be coined at the mint, and supplied refiners,

plate-makers, and others, with the precious metals. To deal in

gold and silver bullion to any large extent, implies the possession

of considerable wealth ; and as all the money in the country

* Vol. ii. page 402.

t This money was in no long time repaid.
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then consisted of gold and silver coin, it was natural enough

that the goldsmiths should become the bankers of those who had

money for which they had no immediate use.

An account of the bankers of those days is related in a

curious pamphlet, published in the year 1676, and entitled,

'The mystery of the new-fashioned Goldsmiths or Bankers

discovered.' The author observes :

—

"That this new banldng business soon grew very considerable. It

happened," says he, " in those times of civil commotion, that the Par-

liament, out of plates and old coins brought into the mint, coined seven

mimons into half-crowns ; and there being no mills then in use at the

mint, this new money was of a very unequal weight, sometimes twopence

and threepence difference in an ounce, and most of it was, it seems,

heavier than it ought to have been in proportion to the value in foreign

parts. Of this the goldsmiths made naturally the advantage usual in

such cases, by picking out or cuUing the heaviest, and melting them down
and exporting them.

" Moreover, such merchants' servants as still kept their masters' running

cash, had fallen into a way of clandestinely lending the same to the gold-

smiths at fourpence per cent, per diem, who, by these and such-like means,

were enabled to lend out great quantities of cash to necessitous merchants

and others, weekly or monthly, at high interest, and also began to discount

the merchants' bills at the like or higher interest.

" Much about the same time, the goldsmiths (or new-fashioned bankers)

began to receive the rents of gentlemen's estates remitted to town, and to

allow them and others who put cash into their hands some interest for it,

if it remained but a single month in their hands, or even a lesser time.

This was a great allurement for people to put money into their hands,

which would bear interest till th^ day they wanted it; and they could also

draw it out by one himdred pounds or fifty pounds, &c., at a time, as they

wanted it, with infinitely less trouble than if they had lent it out on either

real or personal security.

" The consequence was, that it quickly brought a great quantity of cash

into their hands, so that the chief or greatest of them were now enabled to

supply Cromwell with money in advance, on the revenues, as his occasion

required, upon great advantages to themselves.

" After the Eestoration, King Charles II. being in want of money, the

bankers took ten per cent, of him barefacedly and by private contracts ; on
many bills, orders, tallies, and debts of that king, they got twenty, some-
times thirty per cent., to the great dishonour of the government.

"This great gain induced the goldsmiths more and more to become
lenders to the king, to anticipate all the revenue, to take every grant of

Parliament into pawn as soon as it was given ; also to outvie each other in

buying and taking to pawn bills, orders, and tallies, so that in effect all

the revenue passed through their hands."

The " new-fashioned bankers " ^vere also attacked by Sir



of Banking. 19

Josiah Child, in his ' New Discourse of Trade,' in the following

terms :

—

" And principally this seeming scarcity of money proceeds from the

trade of hankering, which obstructs circulation, advanceth usury, and
renders it so easy, that most men, as soon as they can make up a sum of

from 50Z. to lOOZ., send it in to the goldsmith, which doth and will occasion,

while it lasts, that fatal pressing necessity for money visible throughout
the whole kingdom, both to prince and people.

" A seventh accidental reason why land doth not sell at present at the

rate it naturally should iu proportion to the legal interest, is that innovated

practice of hankers in London, which hath more effects attending it than
most I have conversed with have yet observed ; but I shall here take notice

of that only which is to my present purpose, viz. :

—

"The gentlemen that are bankers, having a large interest from his

Majesty for what they advance upon his Majesty's revenue, can afford to

give the full legal interest to all persons that put money into their hands,

though for never so short or long a time, which makes the trade of usury

so easy and hitherto safe, that few, after having found the sweetness of

this lazy way of improvement (being by continuance and success grown to

fancy themselves secure in it), can be led (there being neither ease nor

profit to invite them) to lay out their money in land, though at fifteen

years' purchase ; whereas before this way of private banking came up, men
that had money were forced often times to let it lie dead by them until

they could meet with securities to their minds, and if the like necessity

were now of money lying dead, the loss of use for the dead time being

deducted from the profit of six per cent, (communibus annis) would in

effect take off 11. per cent, per annum of the profit of usury, and conse-

quently incline men more to purchase lands, because the difference between

usury and purchasing would not, in point of profit, be so great as now it

is, this new invention of cashiering having, in my opinion, clearly bettered

the usurer's trade one or two per cent, per annum. And that this way of

leaving money with goldsmiths hath had the aforesaid effect, seems evident

to me from the scarcity it makes of money in the country ; for the trade of

bankers being only in London, doth very much drain the ready money from

all other parts of the kingdom." *

In the year 1667 occurred the first eun of which we have

any account in the history of banking. The business of the

new-fashioned bankers had increased so fast, and they had

become so numerous, that their trade was supposed to be at its

height in this year; when, during the time that a treaty of

peace was under consideration, the Dutch ileet sailed up the

Thames, blew up the fort of Sheeruess, set fire to Chatham, and

burned four ships of the line. This disaster occasioned great

alarm in London, particularly among those who had money in

> * Page 45.

c 2
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their banlters' hands, as it was imagined that the king would

not be able to repay the bankers the money they had lent him.

To quiet the fears of the people, the king issued a proclamation,

declaring that the payments to the bankers should be made at

the Exchequer the same as usual.

In 1672, five years afterwards, a much greater calamity befel

the bankers : for King Charles II. shut up the Exchequer, and

would not pay the bankers either the principal or the interest

of the money which he had borrowed. The amount then due

by . the king was 1,328,526Z., which he had borrowed of the

bankers at eight per cent., and which he never repaid.

The mode in which the bankers transacted their loans with

the king was this : as soon as the parliament had voted to the

king certain sums of money out of particular taxes, the bankers

advanced at once the money voted by the parliament, and were

repaid in weekly payments at the Exchequer as the taxes were

received. The mode of making the repayments and the rate

of interest were agreed upon at the time of making the loan.

The shutting up of the Exchequer occasioned great distress

among all classes of the people. Persons not in trade had then

no way of employing their money with advantage but by

placing it out at interest in the hands of a banker. Hence, not

merchants only, but widows, orphans, and others, became

suddenly deprived of the whole of their property. They came
in crowds to the bankers, but could obtain neither the principal

nor the interest of the money they had deposited. The clamom:

became so great, that the king granted a patent to pay six per

cent, interest out of his hereditary excise ; but he never paid the

principal. But, about forty years afterwards, the parliament made
arrangements by which the debt was assumed to be discharged.*

The business of banking remained entirely in the hands of

the new-fashioned bankers until the establishment of the Bank
of England, in the year 1694.

The TRANSMISSION OF MONET was in ancient times eifected by
sending a messenger with the coin. During the Middle Ages,
it was accomplished by means of bills of exchange, which were
purchased by merchants. Ultimately, a class of persons carried

on this kind of ti-affic, and purchased or sold bills to suit the
convenience of parties who wished to deal with them. The

* That is, it still forms part of the National Debt. The creditors never
. received a farthing.

*
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pecuniary transactions of independent nations are still adjusted
in the same way. But the transmission of money from one part
of the country to another part, is more frequently effected upon
the principle of transfers, without the passing of any bill. I
have explained this mode of operation in my ' Practical Treatise
on Banking.'

SECTION III.

THE HISTORY OF THE BANK OF ENGLAND.

The Bank of England was first projected by Dr. Hugh
Chamberlain, but the plan actually adopted was proposed by
Mr. William Paterson. The object was to raise money for the

use of the government. After the scheme had received the

sanction of the ministry, it was brought before the parliament.

Here it underwent a long and violent discussion. One party

expatiated upon the national advantages that would accrue from
such a measure ; they said it would rescue the nation out of the

hands of extortioners and usurers, lower interest, raise the

value of land, revive and establish public credit, extend the

circulation, consequently improve commerce, facilitate the

annual supplies, and connect the people more closely with the

government. The opposition party affirmed that it would

become a monopoly, and engross the whole money of the king-

dom ; that as it must infallibly be subservient to government

views, it might be employed for the worst purposes of arbitrary

power ; that instead of assisting, it would weaken commerce, by
tempting people to withdraw their money from trade and

employ it in stock-jobbing.; that it would produce a swarm of

br»kers and jobbers to prey upon their fellow creatures, encourage

fraud and gambling, and thus corrupt the morals of the nation.*

Notwithstanding these objections, the Act passed both houses

of parliament, and received the royal assent. The following

observations upon the establishment of the Bank of England,

are taken from Bishop Burnet's * History of his own Times :'

—

" Some thotiglit a bank would grow to be a monopoly, all the money in

England woiald come into their hands, and they would, in a few years,

become masters of the wealth and stock of the nation ; but those that were

for it argued that the credit it would have must increase trade, and the cir-

culation of money, at least in bank notes. It was visible that all the

* See Smollett's History of England, chap. iv.
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enemies of the government set themselves against it with such a vehemence

of zeal that this alone convinced all people that they saw the strength that

our affairs would receive from it. I had heard the Dutch often reckon up

the great advantages they had from their banks ; and they concluded that as

long as England continued jealous of the government, a bank could never

be settled among us, nor gain credit enough to support itself; and upon

that, they judged that the superiority ia trade must still lie on their side.

"The advantages the king and all concerned in tallies had from the bank

were soon so sensibly felt that all people saw into the secret reasons that

made the enemies of the constitution set themselves with so much earnest-

ness against it."

The Act of Parliament by which the bank was established, is

entitled, " An Act for granting to their Majesties several duties

upon tonnage of ships and vessels, and upon beer, ale, and other

liquors, for securing certain recompenses and advantages in the

said Act mentioned, to such persons as shall voluntarily advance

the sum of fifteen hundred thousand pounds towards carrying on

the war with France." After a variety of enactments relative

to the "duties upon tonnage of ships and vessels, and upon beer,

ale, and . other liquors," the Act authorizes the raising of

1,200,000Z. by voluntary subscription, the subscribers to be

formed into a corporation, and be styled " The Governor and

Company of the Bank of England." The sum of 300,000?. was

also to be raised by subscription, and the contributors to receive

instead annuities for one, two, or three lives. Towards the

1,200,000^. no one person was to subscribe more than 10,000Z.

before the first day of July next ensuing, nor at any time more

than 20,000?. The corporation were to lend their whole capital

to government, for which they were to receive interest at the

rate of eight per cent, per annum, and 4,000?. per annum for

management ; being 100,000?. per annum in the whole. The
corporation were not allowed to borrow or owe more than the

amount of their.capital, and if they did so the individual members
became liable to the creditors in proportion to the amount of

their stock. The corporation were not to trade in any " goods,

wares, or merchandise whatsoever ;" but they were allowed to

deal in bills of exchange, gold or silver bullion, and to sell any
goods, wares, or merchandise upon which they had advanced
money, and which had not been redeemed within three months
after the time agreed upon.

The whole subscription having been filled in ten days, a
charter was issued on the 27th day of July, 1694.
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The charter declares

—

" That the management and government of the corporation be com-
mitted to the governor, deputy-governor, and twenty-four directors, who
shall be elected between tlae 25th day of March and the 25th day of

April each year, from among the members of the company duly qualified.

" That no dividend shall at any time be made by the said governor and
company, save only out of the interest, profit, or produce arising out of

the said capital, stock, or fund, or by such deahng as is allowed by Act of

Parliament.

" They must be natural born subjects of England, or naturalized

subjects; they shall have in their own name and for their own use,

severally, viz., the- governor at least 4,OO0Z., the deputy-governor 3,000Z.,

and each director 2,000i., of the capital stock of the said corporation.

" That thirteen or more of the said governors or directors (of which the

governor or deputy-governor shall be always one), shall constitute a court

of directors for the management of the affairs of the company, and for the

appointment of aU agents and servants which may be necessary, paying

them such salaries as they may consider reasonable.

" Every elector must have, in his own name and for his own use, 500Z.

or more, capital stock, and can only give one vote ; he must, if required

by any member present, take ihe oath of stock, or the declaration of stock

if it be one of those people called Quakers.

"Four general courts to be held in overy year, in the months of

September, December, April, and July. A general court may be sum-

moned at any time, upon the requisition of nine proprietors duly qualified

as electors.

" The majority of electors in general courts have the power to make and

constitute by-laws and ordinances for the government of the corporation,

provided that such by-laws and ordinances be not repugnant to the laws

of the kingdom, and be conformed and approved, according to the statutes

in such case made and provided."

169i. Aug. 8. The rate of discount charged on foreign bills

was six per cent., which was the highest legal interest. Aug. 30.

The bank discounted foreign bills at four and a half per cent.

;

and Oct. 24, the discount on inland bills was six per cent.

1695. Jan. 16. The following rates of interest were charged

at the bank : foreign bills, having three months to run, six per

cent. ; but to those who keep accounts at the bank, foreign biUs

were discounted at three per cent., and inland bills at four and a

half per cent. May 19. Eunning notes and bills were discounted

at three per cent. May 6, The following advertisement appeared

in the ' London Gazette :'—" The Court of Directors of the Bank

of England give notice, that they will lend money on plate,

lead tin, copper, steel, and iron, at four per cent, per annum."

1697- Bank notes were from fifteen to twenty per cent.
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discount. During the recoinage in 1696, the bank had issued

their notes in exchange for the clipped and deficient coin pre-

viously in circulation, and they were not able to procure from

the mint a sufficient quantity of the new coins to discharge the

notes presented to them for payment. This compelled them

to make two calls of twenty per cent, each upon their stock-

holders. They paid some of their notes by bills, bearing

interest at six per cent. They also advertised, that while the

silver was recoining, " such as think it fit, for their convenience,

to keep an account in a book with the bank, may transfer any

sum under five pounds from his own to another man's account."

Exchequer tallies and orders for payment having, in 1696,

been at a discount of forty, fifty, and sixty per cent., and bank

notes at a discount of twenty per cent., the bank was empowered

to receive subscriptions for the enlargement of their stock;

four-fifths in tallies and orders, and the remaining one-fifth

in bank notes. The sum subscribed was 1,001,171?. 10s., which,

with the original capital of 1,200,000?., raised the capital to the

sum of 2,201,171Z. 10s.

The bank charter was extended or renewed until the expira-

tion of twelve months, notice to be given after the first day of

August, 1710, and until payment by the public to the bank of

the demands therein specified ; being an extension or renewal

for five years (8 and 9 William III. c. 20).. It was also enacted,

" that the common capital and principal stock, and also the real

fund of the governor and company, or any profit or produce to

be made thereof, should be exempted from any rates, taxes,'

assessments, or impositions whatever, during the continuance of

the bank ;" and that the^ forgery of the company's seal, or of

any of their notes or bills, should be felony without benefit of

clergy. The dividend on bank stock this year was nine per

cent.

1704. Feb. 28. Foreign bills made ]paycihle at the lank were

charged discount at the rate of four per cent., but if not pay-

able at the bank they were charged five per cent.

1707. The subscription of 1,001,171?. 10s., raised in the year

1697, was restored. This reduced the bank capital to the

original sum of 1,200,000?.

1708. The bank charter was extended or renewed until the

expiration of twelve months' notice, to be given after the first

day of August, 1732, and until payment by the public to the
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bank of the demands therein specified ; being an extension or

renewal of the said charter for twenty years (7 Anne, c. 7). By
this Act it is. provided, " That during the continuance of the said

corporation of the Governor and Company of the Bank of

England, it shall not be lawful for any body politic or corporate

whatsoever, created or to be created (other than the said

Governor and Company of the Bank of England), or for any

other persons whatsoever, united or to be united in covenants or

partnership, exceeding the number of six persons, in that part of

Great Britain called England, to borrow, owe, or take up any sum
or sums of money on their bills or notes, payable at demand, or

at a less time than six months from the borrowing thereof."

From this year until the year 1729, the annual - dividends

varied from nine to five and a half per cent.

1709. In this year there was a new subscription of 1,001, 171Z.

10s., another of 2,201,171Z. 10s., and a call upon the proprietors

of fifteen per cent., 656,204?. Is. 9d. ; altogether making the total

capital of the bank, 5,058,547Z. Is. 9d. This increase of capital

became necessary, from the bank having in the preceding year

lent the government 400,000?. without interest, and agreed to

cancel one million and a half exchequer bills in their possession,

amounting, with interest, to 1,775,027?. 17s. lO^d.

1710. A further call of 501,448?. 12s. lie?., which increased

the bank capital to 5,559,995?. 14s. 8c?.

The interest on foreign bills raised from four to five per cent.,

the same as the inland bills.

1713. The bank charter was extended or renewed until the

expiration of twelve months' notice, to be given after the first

day of August, 1742, and until payment by the public to the

bank of the demands therein specified ; being an extension or

renewal of the said charter for ten years (12 Anne, Stat. I. c. ii.).

In consideration of receiving this privilege, the bank under-
* took to circulate 1,200,000?. in exchequer bills. In this year

the legal rate of interest was reduced from six to five per cent.

1716. July 26. The bank rate of discount on foreign and

inland bills reduced to four per cent.

1717. The bank cancelled 2,000,000?. exchequer bills, and

received interest from the government at five per cent, on the

amount.

-1718. Subscriptions for government loans were first received

at the bank. From this period the government have found it
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more convenient to employ the bank as their agents in all

operations of this nature, than to transact them at the treasury

or the exchequer. The bank, becoming by degrees more closely

connected with the government, began to make advances of

money in anticipation of the land and malt taxes, and upon

exchequer bills and other securities.

17ly. April 30. The rate of discount at the bank upon billis

and notes was raised from four to five per cent.

1720. The South Sea Bubble commenced April 7.

" The directors opened their books for a subscription of one million, at

the rate of 300Z. for every lOOZ. capital. Persons of aU ranks crowded to

the house in such a manner, that the first subscriptions exceeded two

millions of original stock. In a few days this stock advanced to 340Z., and

the subscriptions were sold for double the price of the first payment. The

infatuation prevailed till the 8th day of September, when the stock began

to fall. Then did some of the adventurers awake from their delirium.

The number of the sellers daily increased. On the 29th day of the month,

the stock had sunk to one hundred and fifty. Several eminent goldsmiths

and bankers, who had lent great sums upon it, were obliged to stop

payment, and abscond. The ebb of this portentous tide was so violent,

that it bore down everything in its way, and an infinite number of

famihes were overwhelmed with ruin
;
public credit sustained a terrible

shock ; the nation was thrown into a dangerous ferment ; and nothing was
heard but the ravings of grief and despair. Some principal members of

the ministry were deeply concerned in these fraudulent transactions.

When they saw the price of stock sinking daily, they employed all their

influence with the bank to support the credit of the South Sea Company.
That corporation agreed, though with reluctance, to subscribe into the

stock of the South Sea Company, valued at 400Z. per cent., 3,500,OOOZ.,

which the company was to repay to the bank on Lady-day and Michaelmas
of the ensuing yean:. This transaction was managed by Mr. Kobert
Walpole, who with his own hand wrote the minute of agreement, after-

wards known by the name of the Bank Contract. Books were opened at
the bank to take in a subscription for the support of public credit, and
considerable sums of money were brought in. By this expedient the
stock was raised at first, and those who contrived it, seized the oppor-
tunity to realise. But the bankruptcy of goldsmiths and the sword-blade
company, from the fall of South Sea stock, occasioned such a run upon
the bank, that the money was paid away faster than it could be received
from the subscription. Then the South Sea stock sunk again, and the
directors of the bank, finding themselves in danger of being involved in
the company's ruin, renoiinced the agreement; which, indeed, they were
under no obligation to perform, for it was drawn up in such a manner as
to be no more than the rough di-aft of a subsequent agreement, without
due form, penalty, or clause of obhgation."*

* Smollett.
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Tlie directors of the South Sea Company took legal advice,

with a view to compel the bank to perform their contract ; but
the matter was arranged through the intervention of the govern-

ment, who remitted to the South Sea Company two millions

sterling as a compensation for the non-performance of the bank
contract.

1721. By the 8th Geo. I. c. 21, the South Sea Company were
authorized to sell 20O,O00Z. per annum, government annuities

;

and corporations purchasing the same at twenty-six years'

purchase were allowed to add the amount to their capital stock.

The bank purchased the whole of this 200,000Z. per annum, at

twenty years' purchase, making 4,000,000Z.

1722. The bank capital increased 3,400,000Z. by a new sub-

scription. This made the amount of capital 8,959,995?. 14s. M.
April 23. The rate of discount on biUs, reduced from five to

four per cent.

1726. The stock called three per cents. 1726, was created

this year by the means of a lottery.

1727. The bank advanced to government, 1,750,000?.

upon the coal and culm duties, at four per cent, interest

(1 Geo. II. c. 8).

1728. The bank advanced to government, 1,250,000Z. upon

the lottery, at four per cent. (2 Geo. II. c. 3).

1730. The half-yearly dividend at Lady-day was at the rate

of six per cent, per annum, and that at Michaelmas at the rate

of five and a half per cent, per annum.

1731. The dividends were the same as in the preceding year.

1732. The dividends were the same as in the preceding year.

From this year until the year 1747, the dividends were at the

rate of five and a half per cent, per annum.

Thursday, 3rd of August, about one o'clock, the governor,

sub-governor, and several of the directors of the bank, came to

see the first stone laid of their new building, in Threadneedle

Street; and after they had viewed the stone, on which his

Majesty's and their several names were engraved, the same was

covered with a plate of lead, and that, with the base of a pillar.

They then gave twenty guineas to be distributed among the

workmen. The following are the names of the directors in this

year :

—



28 The History and Principles

Sir Edwabd Bellamy, Governor.

Horatio Townsbhd, Deputy-Governor.

EoBERT Aisop, Alderman. IIathew Eaper.

EoBiRT Attwood. Moses Eaper.

John Banob. John Eudge.
Sir Ger. Conters, Knt, Aid. Willl4.m Shelling.

Delilleks Carbonell. Bryan Benson.

Sir Joseph Eyles. Stamp Beooksbank.

Nathaniel Gould. Clement Boehm.

Sir Gil. Hbathcotb, Knt., Aid. Wilmam rAUKBNEB.

John Hanger. James Gaxjltibe.

Samuel Holben. Oheistophbk Lethibullibb.

William Hunt. Henry Nbal.

Joseph Paioe, Jun. Eobbet Thornton.

Tlie last eight were not in the direction the preceding years.

1734. Thursday, 5th of June. The directors began to transact

business at their new house in Threadneedle Street. The

business of the bank had previously been carried on at Grocers'

Hall, in the Poultry. In the hall of the new building was

erected a curious marble statue of King William III., with a

Latin inscription, of which the following is a translation :

—

For restoring efficacy to the laws.

Authority to the courts of justice,

Dignity to the parliament.

To aU his subjects their rehgion and liberties.

And
For con&ming these to posterity.

By the succession of the illustrious House
Of Hanover

To the British Thi'one,

To the best of Princes, William in..

Pounder of the Bank,

This Corporation, from a sense of gratitude.

Has erected this statue.

And dedicated it to his Memory,
In the year of Our Lord MDCCXXXIV.,

And the first year of this building.

1737. Considerable public discussion about the propriety of

again renewing the bank charter. The following extracts from
the ' London Magazine ' of this year will show the sentiments

which different writers entertained upon this subject :

—

" The bank have power to lend money on land, and no doubt might
have put out prodigious sums that way, and have had a better interest for

theii money than most private people. Had the bank, then, lent out
their money on land, they would have strengthened their credit and their
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TOTEREST, and also extended their usefulness bjt relieving the landed
property, of which there is a great deal at this time in mortgage, most
unaccountably, at five per cent., while inferior securities bear a premium
at three per cent..

" Another branch of business which the bank have power to transact,

but yet never meddle with, is the remittance of money backwards and
forwards to London from all the chief trading cities in England, for which
they should have proper oflces or iaferior banks erected in all such cities and
towns as they intend to manage a remittance with ;—this, besides what
proiit might be expected upon the remittances, would naturally bring

great part of the cash which is circulated in the country to be lodged in

their hands.

"I must next observe that in that branch of business in which they do
employ themselves, which is that of a London hanher, they very much
contract and narrow their dealings, by refusing to take ia payment the

foreign coins, for which reason it is impracticable with many traders to

keep their cash with them.
" This very privilege which the bank has for so long enjoyed, I could

demonstrate to be a most heavy burthen upon the people, and a great

prejudice to the landed interest as well as the trading interest of this

kingdom; for if it had not been for this privilege, we should have had a

bank, perhaps, in every county in England, and probably half a dozen
different banks in London, by which means no merchant of tolerable

credit could ever have been straightened for want of ready money at a

low interest when he had occasion for it, nor would any landed gentleman

who had a good title to his estate have been obliged to pay such

premiums to brokers, or such an interest to mortgagees as they have now
generally to pay ;—whereas our present bank has never, so far as I have

heard, assisted any landed gentleman, nor any merchant, except in and

about London only.

" I am of opinion that with respect to the banking trade and the trade

to the East Indies, neither the one nor the other can be carried on with

such success, or in such an extensive manner, by private adventurers, as

by a public company with such an exclusive privilege as our present

companies have. The circulating of bank bills or cash notes must

certainly increase the current cash of any country, and must, therefore,

be of great use in trade ; consectuently, the more extensive and the more

general such a circulation is, the better will it be for the inland trade of

that country. It is true, a private man or set of men may, by a long

series of good management, gain a very extensive credit, but that credit

can never come to be so extensive or near so general as the credit of a

rich public company, that has supported itself with honour, perhaps, for

some ages; because the credit of a private man always depends upon

himself, so that when he dies, his credit, as to any further circulation,

generally dies with him, for it must require some time before those who
succeed can revive or regain it; whereas a public company never dies,

nor can their credit meet with any such interruption; and as their

managers are always chosen annually by the company, there is a greater

security for its being under good management than a private bank, whose
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chief managers are appointed by the chance of natural or legal succes-

sion : therefore, I shall always think it better for a trading country to

have a public bank than to trust entirely to private bankers.

" There certainly never was a body of men that contributed more to

the public safety than the Bank of England. This flourishing and

opulent company have, upon every emergency, always cheerfully and

readily supplied the necessities of the nation, so that there never have

been any difficulties—any embarrassments—any delays in raisiag the

money which has been granted by parliament for the service of the

public; and it may very truly be said that they have, in very many
important conjunctures, relieved the nation out of the greatest difficulties,

if not absolutely saved it from ruin."

1738. Dec. 14. The bank commenced issuing post bills, pay-

able seven days after sight, that in case the mail was robbed

the parties might have time to stop payment of the bills. High-

way robberies appear to have been very frequent at this period.

1742. The bank charter was extended or renewed until the

expiration of twelve months' notice, to be given after the first

day of August, 1764, and until payment by the public to the

bank of the demands in this Act specified, being an extension or

renewal of the said charter for twenty-two years (15 Geo. II.

c. 13). In consideration of obtaining this charter, the bank

lent to government 1,600,000?. without interest. To raise this

sum the bank made a call upon the proprietors of 840,004 i^.

5s. id., which increased their capital to 9,800,OOOZ. Oct. 18.

The rate of discount on bills drawn within the kingdom was

raised to five per cent. ; bills drawn without the kingdom were

still discounted at four per cent.

1745. A RUN upon the bank, occasioned by the rebellion in

Scotland, and supposed to be for the purpose of supplying the

rebels with gold. A public meeting was held, and one thousand

one hundred and forty merchants signed a declaration ex-

pressing their readiness to take bank notes.

1746. May I. The rate of discount on foreign bills reduced

from five to four per cent.: inland bills and notes were still

charged five per cent. These rates continued until the year

1773. By the 19 Geo. II. c. 6, the bank delivered up to be

cancelled 986,000Z. exchequer bills, in consideration of an

annuity of 39,472?., being three per cent, per annum. To
raise the above sum the bank made a call of ten per cent, upon
their proprietors ; this increased the bank capital from

9,800,000?. to 10,780,000?.



of Banking. 31

1747. The bank dividend was at the rate of five per cent,

per annum. It continued at this rate until the year 1753.

1750. A reduction took place in the interest of part of the

national debt. The bank held a court at Merchant-Taylor's

Hall, and consented to receive a reduced rate of interest upon
8,486,800i!. of the debt due to them by the government. The
bank also agreed to advance to the government a sum of money
to pay off the dissentients.

1751. In order to raise the sum promised to be lent to the

government, the bank established what was called "Bank
Circulation." Books were opened to the public, and any

person might enter his name and the sum he was willing to

lend to the bank, in case it should he called for. The books

being closed, the bank had the power of calling for the whole

or any part of the sum subscribed at any time they pleased.

The subscribers were to receive 2s. per cent, on the total

amount of their subscription, and 4Z. per cent, on the sum
actually advanced.

1752. By 25 Geo. II. the balance of annuities granted by

8 Geo. I. was carried to a three per cent, stock, formed in 1731,

and they were consolidated into one stock—the new stock is

stiU called "Three per cent, consols." The word consols is a

contraction for consolidated.

1753. The bank dividend this year was' at the rate of four

and three-quarters per cent.

1754. The bank dividend was at the rate of four and a half

per cent. It continued at this rate until the year 1764.

1757. The government stock, called "Three per cent, re-

duced," derives its name from the operation of this year. This

stock had borne four per cent, until the year 1750 ; from that

time it paid three and a half per cent., and this year it was

reduced to three per. cent.

1758. It was legally determined that those persons who had

given value for bank notes stolen from the mail, had a right to

receive payment of them from the bank.

In this year occurred the first instance of the forgery of a

bank note. It was committed by a person named E. W.

Vaughan, who had been a linendraper at Stafford. The note

was for 20Z., the smallest amount theu in circulation. He was

convicted and executed.

1759. The bank commenced issuing notes and post bills of
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15?. and lOZ. It was proved by experiment, that five hundred

and twelve 10?. bank notes weighed one pound.

1764. The bank charter was extended or renewed until the

expiration of twelve months' notice, to be given after the first

day of August, 1786, and until payment by the public to the

bank of the demands therein specified ; being an extension or

renewal of the said charter for twenty-two years (4 Geo. III.

c. 25).

In consideration of obtaining this charter the bank advanced

1,000,000?. on exchequer bills until the year 1766, and paid

into the exchequer 110,000?.

The dividends this year were raised to five per cent, per

annum, at which rate they continued until the year 1767.

1767. The bank dividend was raised to five and a half per

cent., and was continued at that rate until the year 1781.

1773. The rate of discount on foreign bills raised from four

to five per cent. The discount on both foreign and inland

remained at five per cent., until the year 1822.

1775. Bankers were prohibited to issue notes of a less amount

than20s. (15Geo. III. c. 51).

1777. Bankers were prohibited to issue notes of a less value

than 5?. (17 Geo. III. c. 30).

1781. The bank charter was extended or renewed until the

expiration of twelve months' notice, to be given after the first

day of August, 1812, and until payment by the public to the

bank of the demands therein specified ; being an extension or

renewal of the said charter for twenty-six years (21 Geo. III.

c. 60). In consideration of obtaining this renewal of their

charter, the bank advanced to the government 2,000,000?., for

three years, at three per cent.

The bank dividend raised to six per cent., at which rate it

continued till the year 1788.

It is legally decided that the bank is not liable to pay forged

notes.

1782. A call of 862,400?., making the total capital of the

bank 11,642,400?. There was no further increase of capital

until the year 1816.

1786. Previous to this year the bank received an allowance
from the government on account of the management of the

public debt ; that is, for trouble in paying the dividends,

superintending the transfer of stock, &c., of 562?. 10s. a million.
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It was now reduced to 450Z. a million ; the bank being at the

same time entitled to a considerable allowance for trouble in

receiving contributions on loans, lotteries, &c. This scale of

allowance was continued until the year 1808.

1788. The bank dividend raised to seven per cent., at which

rate it continued until the year 1807.

1791. A bill was brought into parliament to render 500,000Z.

of the nnclaimed dividends on the public funds available for the

service of the public ; but the bank agreed to lend that sum to

the government without interest, and the bill was withdrawn.

1792. A calculation was made with a view to ascertain the

number of days that a bank note of each denomination remained

in circulation in this year. The following are the results :

—

£ £
Notes of 10 each, 236 days. Notes of 50 each, 124 days.

15 „ 114 „ „ 100 „ 84 „

20 „ :209 „ „ 200 „ 31 „

25 „•,• 74 „ „ 300 „ 24 „

30 „ 95 „ „ 500 „ 24 „

40 „ 65 „ „ 1000 „ 22 „

1793. An Act of Parliament was passed (33 Geo. III. c. 32),

declaring that the bank should not be subject to any penalties

for advancing money to the government for the payment of

bills of exchange, accepted by the commissioners of his Majesty's

treasjiry, and made payable at the bank. The amount of sums

so advanced was required to be annually laid before parliament.

According to their original charter, the bank were prohibited

lending money to the government without the consent of

parliament, under a penalty of three times the sum lent : one-

fifth part of which was to go to the informer.

This was a year of great commercial distress: twenty-two

commissions of bankruptcy were issued against country bankers.

1794. The bank commenced issuing notes for 51.

1795. The bank having resolved to reduce their discounts,

placed the following notice in the discount office :

—

" Bank of England, 31st December, 1795.

" Pursuant to an order of the Court of Directors

:

" Notice is hereby given,

" That no bills will be taken in for discount at this oface after 12 o'clock*

at noon, or notes after 12 o'clock on Wednesday.
" That in future, whenever the bills sent in for discount shall in any day

amount to a larger sum than it shall be resolved to discount on that day, a

D
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pro rata proportion of such bills in each parcel as are not otherwise

objectionable, -will be returned to the person sending in the same, without

regard to the respectability of the party sending in the bills, or the solidity

of the bills themselves.
" The same regulation will be observed as to the notes."

1797. THE SUSPENSION OF CASH PAYMENTS.

This took place on Monday, Feb. 27tli, in consequence of an

order in council, which ran in the following terms :

—

" Upon the representation of the Chancellor of the Exchequer, stating

that from the results of the information which he had received, and of the

inquiries which it has been his duty to make, respecting the effects of the

unusual demand for specie that has been made upon the metropolis, in

consequence of ill-founded or exaggerated alarms in different parts of the

country; it appears, that unless some measure is immediately taken,

there may be reason to apprehend a want of a sufacient supply of cash to

answer the exigencies of the public service. It is the unanimous opinion

of the Board, that it is indispensably necessary for the public service, that

the directors of the Bank of England should forbear issuing any cash in

payment, until the sense of parliament can be taken on that subject, and

the proper measures adopted thereupon, for maintaining the means of

circulation and supporting the. public and commercial credit of the

kingdom at this important conjuncture ; and it is ordered that a copy of

this minute be transmitted to the directors of the Bank of England, and

they are hereby required, on the grounds of the exigency of the case, to

conform thereto until the sense of parliament can be taken as aforesaid."

Among the crowd assembled at the bank, with a view of

demanding gold, handbills were distributed, of which the.

following is a copy •.^—

" Bank of England, Feb. 27th, 1797.

" In consequence of an order of his Majesty's Privy Council, notified to

the bank last night, a copy of which is hereunto aimexed, the governor,

deputy-governor, and directors of the Bank of England think it their duty

to inform the proprietors of the bank stock, as well as the public at large,

that the general concerns of the bank are in a most afiBuent and prosperous

situation, and such as to preclude every doubt as to the security of its

notes. The directors mean to continue their usual discounts for the

accommodation of the commercial interest, paying the amount in bank
notes, and the dividend warrants will be paid in the same manner."

On the same day was held a meeting of merchants, bankers,

and others, the Lord Mayor in the chair, when the following

resolution was unanimously passed :

—

" That we, the undersigned, being highly sensible how necessary the

preservation of public credit is at this time, do most readily declare, that
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we -will not refuse to receive bank notes in payment of any sum of money
to be paid to us, and we will use our utmost endeavours to make all our

payments in the same manner.

This resolution was left for signature at several of the most

respectable taverns, and a similar resolution was subsequently

adopted by other public assemblies.

Immediately afterwards, the House of Commons appointed a

committee to enquire into the affairs of the bank. The com-

mittee reported, that " The total amount of outstanding demands

on the bank, on the 25th of July, was 13,770,390?. ; and that

the total amount of the funds for discharging those demands

(not including the permanent debt due from government ol

11,686,800?., which bears an interest of three per cent.) was

17,597,280?. ; and the result is, that there was, on the 25th day

of February last, a surplus of effects belonging to the bank,

beyond the amount of thedr debts, amounting to the sum of

3,825,890?., exclusive of the above-mentioned permanent debt

of 11,684,800?., due from government." From accounts since

published, it appears that the amount of gold and silver in

possession of the bank was reduced by the previous run to

1,086,170?.

1797. March 3. The bank was authorized to issue notes

under 5?. ; 37 Geo. III. c. 28. It is entitled " An Act to remove

doubts respecting promissory notes of the Governor and

Company of the Bank of England, for payment of sums of

money under 5?." Accordingly, on the 10th of March the bank

issued, for the first time, notes for 1?. and 2?.

May 3. The Bank Eesteiction Act passed. It is the

37 Geo. III. c. 45, and is entitled, " An Act for continuing, for

a limited time, the restriction contained in the minute of council

of the 26th of February, 1797, on payment of cash by the bank."

By this Act the bank directors were indemnified against any

legal proceedings on account of having complied with the order

of council. They were not permitted to issue cash, except for

any sum under twenty shillings. But if any person lodged cash

in the bank, he might be repaid in cash to the extent of three-

fourths of the sum lodged ; but the sum lodged must not be less

than 500?. The bank was also allowed to advance to the

bankers of London, Westminster, and Southwark, any sum of

cash not exceeding in the whole 100,000?. ; and also 25,000?.

each to the Bank of Scotland and the Royal Bank of Scotland,

D 2



36 Th Histm^y and Principles

during the continuance of this Act. The bank could not be

sued for payment of any of their notes for which they were

willing to give other notes ; and no person could be held to

special bail upon any process issuing out of any court, unless

the affidavit made for the purpose stated, also, that the party

had made no offer to pay in bank notes. This Act was to be

in force till the 24th day of the following June, a duration of

fifty-two days.

1797. June 22. Another Act was passed, continuing the bank

restriction until one month after the commencement of the then

next session of parliament.

Nov. 30. A third Act passed, continuing the restriction until

six months after the conclusion of the war.

An Act was also passed (37 Geo. III. c. 32) suspending the

Acts passed in 1777, which prohibited bankers issuing notes

below the amount of 5Z., and the country bankers commenced
issuing notes of \l.

1799. Jan. 3. The bank gave notice, " That on and after the

] ith instant, they would pay in cash all fractional sums under

5Z, ; and that on and after the 1st day of February next, the

bank will pay cash for all notes of \l. and 21. value that are

dated prior to the 1st day of July, 1798, or exchange them for

new notes of the same value, at the option of the holders."

This year the bank proprietors received a bonus of ten per

cent, on their capital. The bonus was made in five per cents.,

1797.

1800. The bank charter was extended or renewed until the

expiration of twelve months' notice, to be given after the 1st day

of August, 1833, and until payment by the public to the bank

of the demands therein mentioned ; being an extension or

renewal of the said charter for twenty-one years (40 Geo. III.

c. 28). In consideration of obtaining this renewal of their

charter, the bank agreed to lend the government the sum of

3,000,OOOZ. without interest for six years.

The 40 Geo. III. c. 36, was enacted to enable courts of equity

to compel a transfer of stock in suits, without making the Bank
of England, or the East India Company, or the South Sea

Company, partners in the sales.

1801. 41 Geo. III. c. 57, was enacted " For the better pre-

vention of the forgery of the notes and bills of exchange of

persons carrying on the business of bankers."
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" After July 10th, 1801, no person shall use or make any frame or mould
for making paper, with the name or firm of any persons or body corporate

appearing in the substance of the paper, without a written authority for

that purpose : or shall make or vend such paper, or cause such name or

firm to appear in the substance of the paper, whereon the same shall be
written or printed,—on penalty of being imprisoned for thB first offence,

not exceeding two years, nor less than six months ; and for the second

offence, transported for seven years.

" No person shall engrave, &c., any bill or note of any person or banking

company, or use any plate so engraved, or any device for making or printing

such bill or note, nor shall knowingly have in his custody such plate or

device, or shall utter such bill or note, without a written authority for that

purpose, under a hke penalty.

" No person shaU engrave, &c., on any plate, any subscriptions subjoined

to any bill or note of any person or banking company, payable to bearer

on demand, or have in his possession any such plate, on penalty, for the

first offence, of being imprisoned not exceeding three years, nor less than

.

twelve months ; and for the second, transported for seven years."

1801. The proprietors of bauk stock received a bonus of five

per cent, on tlieir capital in navy five per cents.

1802. The war having been concluded by the peace of

Amiens, the Bank Eestriotion Act would have expired six

months afterwards, but it was by a new Act continued in fprce

till the 1st day of March, 1803.

The bank proprietors received a bonus of two and a half per

cent, on their capital in navy five per cents.

1803. Feb. 28. The Bank Kestriction Act was continued

until six weeks after the commencement of the next session of

parliament.

Dec. 15. W.iv having recommenced, the Bank Eestriction Act

was continued until six months after the conclusion of a definitive

treaty of peace.

Tlie bank is said to have lost this year no less a sum than

300,000Z., through a fraud committed by one of their principal

cashiers, Mr. Astlett.

1804. The bank proprietors received a bonus in cash of five

per cent, on their capital.

In consequence of the scarcity of silver, the bank issued five-

shilling dollars. These dollars had on the obverse side an im-

pression of his Majesty's head, and the following superscription

:

" Georgius III. Dei Gratia Eex ;" and on the reverse side, the

impression of Britannia and the following: "Five sliillings

dollar. Bank of England, 1804." The bank subsequently
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issued silver tokens for three shillings, and for one shilling and

sixpence. By an Act passed in 1812, the counterfeiting these

dollars and tokens was liable to a punishment of fourteen years'

transportation.

By 44 Geo. III. e. 98, the following duties were imposed upon

the notes of country bankers :

—

'
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the regulation of liis Majesty's mint, is Zl. 17s. 101(7. per ounce of standard

fineness, was, during the years 1806, 1807, and 1808, as high as 4Z. in the

market. Towards the year of 1808 it began to advance very rapidly, and
continued very high during the whole year 1809, the market price of

standard gold fluctuating from 4Z. 9s. to 4?. 12s. per oz. The market price

at 41 10s. is about 151 per cent, above the mint price.

" Your committee have likewise found, that towards the end of the year

1803 the exchanges with the continent became very uafavourable to this

country, and contiuued still more unfavourable through the whole of 1809,

and the three first months of the present year.

" Mr. "Whitmore, the late governor of the bank, stated to the committee,

that in regulating the general amounts of the loans and discounts, he did
' not advert to the circumstance of the exchanges, it appearing upon a

reference to the amount of our notes in circulation, and the course of the

exchange, that they frequently have no connection.'

" Mr. Pearse, now governor of the bank, agreed with Mr. Whitmore in

this account of the practice of the bank, and expressed his full concurrence

in the same opinion. Mr. Pbaese,— ' In considering this subject with

reference to the manner in which bank notes are issued, resulting from

the applications made for discounts to supply the necessary want of bank
not«s, by which their issue in amount is so controlled that it can never

amoimt to an excess ; 1 cannot see how the amount of bank notes issued

can operate upon the price of buUion, or the state of exchanges ; and

therefore I am individually of opinion that the price of bullion or the

state of the exchanges can never be a reason for lessening the amount of

bank notes to be issued, always understanding the control which I have

already described.'

" The bank directors, as well as some of the merchants who have been

examined, showed a great anxiety to state to your committee a doctrine,

of the truth of which they professed themselves to be most thoroughly

convinced ; that there can be no possible excess in the issue of Bank of

England paper, so long as the advances in which it is issued are made

upon the principles which at present guide the conduct of the directors

—that is, so long as the discount of mercantile bills is confined to paper

of undoubted solidity, arising out of real commercial transactions, and

payable at short and fixed periods. That the discounts should be made

only upon bills growing out of real commercial transactions, and falling

due in a fixed and short period, are sound and well established principles.

Bat that while'the bank is restrained from paying in specie, there need

be no other limits to the issue of their paper than what is fixed by such

rules of discount ; and that during the suspension of cash payments, the

discount of good bills falling due at short periods cannot lead to any excess

in the amount of bank paper in circulation, appears to your committee to

be a doctrine wholly erroneous in principle, and pregnant with dangerous

consequences in practice.

"Upon a review of all the facts and reasonings, which have been

submitted to the consideration of your committee in the course of this

inquiry, they have formed an opinion, which they submit to the House-

That there is at present an excess in the paper circulation of this country.
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of whicli the most unequivocal symptom is the- very high price of bullion;

and, next to that, the low state of the continental exchanges : that this

excess is to be ascribed to the want of a sufficient check and control ia the

issues of paper from the Bank of England, and originally to the suspension

of cash payments, which removed the natural and true control.

" Your committee would suggest, that the restriction on cash payments

cannot safely be removed at an earlier period than two years from the

present time; but your committee are of opinion that early provision

ought to be made by Parliament for terminating, at the end of that period,

the operation of the several statutes which have imposed and continue that

restriction."

This report was delivered late in the session, and was not

taken into consideration by the House until the following

year.

1811. The commercial distress of the country had become so

great, that Parliament authorized the sum of six millions to be

advanced to merchants on their giving sufficient security ; but

such had been the fall in the price of mercantile property, that

not many could give the required security, and bankruptcies

were numerous. Whether this distress arose from any pre-

parations of the bank to return to cash payments, from the

American embargo, or from Buonaparte's Berlin and Milan

decrees, was a matter of much controversy. From the accounts

since published, it does not appear that the bank had taken any

measures to increase their stock of gold; but during the years

1810, 1811, and 1812, they considerably reduced their private

securities and increased the amount of their public securities.

Thus on the last day of "February, 1810, their public securities

were 14,322,634?., and their private securities 21,055,946?. On
the same day in 1813, their public securities were 25,036,626/.,

and their private securities 12,894,324?. This progressive

reduction of the discounts no doubt occasioned great distress,

though it was in some degree counteracted by an increase in tlie

same period of above two millions in the circulation.

The report of the Bullion Committee was taken into con-

sideration by the House of Commons, and after much discussion

rejected. Instead of the measures recommended by the com-
mittee, the House adopted certain resolutions proposed by
Mr. Vansittart (afterwards Lord Bexley), declaring that the

value of bank notes was not depreciated, but tliat the value of
gold was enhanced; and that the political and commercial
relations of Great Britain with foreign states were sufficient to
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account for the unfavourable state of the foreign exchanges and

the high jjrice of bullion*

July 24. Lord Stanhope's Act passed. This Act (51 Geo.

III. c. 127) is entitled, "An Act for making more effectual

provision for preventing the current gold coin of the realm

from being paid or accepted for a greater value than the

current value of such coin ; for preventing any note or bill of

the Governor and Company of the Bank of England from being

received for any smaller sum than the sum therein specified

;

and for staying proceedings upon any distress by tender of such

notes." It enacts that the taking of gold coin at more than its

value, or Bank of England notes for less than their value, shall

be deemed a misdemeanour. This Act was to be in force until

the 25th of March, 1812. It was introduced by the Earl of

Stanhope, in consequence of the following notice having been

addressed by Lord King to his tenantry :

—

" By lease, dated 1802, you have contracted to pay the annual rent of

47Z. 5s. in good and lawful money of Great Britain. In consequence of the

late- great depreciation of paper money, I can no longer accept any bank

notes at their nominal value in payment or satisfaction of an old contract.

I must, therefore, desire you to provide for the payment of your rent in

the legal gold coin of the realm ; at the same time, having no other object

than to secure payment of the real intrinsic value of the same, stipulated

by agreement, and being desirous to avoid giving you any unnecessary

trouble, I shall be willing to receive payment in either of the manners

following, according to your option :—1st. By payment in guineas : 2nd. If

guineas cannot be procured, by a payment in Portugal gold coin, equal in

weight to the number of guineas requisite to discharge the rent : 3rd. By

a payment in bank paper, of a sum suflcient to purchase (at the present

market price) the weight of standard gold requisite to discharge the rent.

The alteration ha the value of paper money is estimated in this manner

:

the price of gold, in 1802, the yeai' of your agreement, was 41. an ounce

;

the present market price is 4?. Ms., arising from the diminished value of

paper. In that proportion an addition of 17/. 10s. per cent, in paper

money will be required as the equivalent for the payment of rent in

paper."t

* Thus repudiating the principles laid down in the report, now universally

accepted, that when the market or paper price of gold bullion exceeds the mint

price (32. 17s. lOJd.), it is not goll which has risen in value, but paper which has

become depreciated ; that tlie difference between the two prices is the measure of

this depreciation ; and the only sonnd mode of rectifying the exchanges is the

timely contraction of its discounts by the bank as the drain of bullion for expor-

tation sets in, the creation and confirmation of public confidence by liberality at

seasons of severe pressure, aud enlargement of its issues as the exchanges become

favourable.

t A cutting sarcasm on the resolutions proposed and carried by Mr. Vansittart.



42 TJie History and Principles

1812. "An Act passed for the further prevention of the

counterfeiting of silver tokens issued by the Governor and

Company of the Bank of Bnghind, called dollars, and of silver

pieces issued and circulated by the said Governor and Company,

called tohens, and for the further prevention of frauds practised

by the imitation of the notes or bills of the said Governor and

Company" (52 Geo. III. c. 138).

Lord Stanhope's Act continued, by 52 Geo. III. c. 5, until

three months after the commencement of the next session of

parliament.

1814. Lord Stanhope's Act revived and continued, by 54

Geo. III. c. 52, during the continuance of the Bank Restriction

Act.

1815. The following stamp duties were imposed upon the

notes of country bankers (55 Geo. III. c. 184) :

—

£ s. £ s.

Not exci

Exceeding

leeding 1
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Sept. 18. The bank gave notice that on and after the first

day of October then next ensuing, they would be ready to pay
cash for their notes, of every description, dated prior to the first

day of January, 1817.

1818. The Bank Kestriction Act continued from the 5th
July, 1818, to 5th July, 1819.

A calculation was made this year, to ascertain the number
of days that a bank note of each denomination remained in

circulation. The following are the results :

—

£
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1. The Bank ilestriction Act was continued, absolutely, from

the 5th of July, 1819, to February 1, 1820.

2. Between Febiuary 1 and October 1, 1820, the bank were

required to pay their notes in gold bullion of standard fineness

at the rate of ^l. Is. per oance, but not to be liable to a demand

for a less quantity than sixty ounces at one time.

3. Between October 1, 1820, and May 1, 1821, the bank

were required to pay their notes in gold bullion upon the same

plan, at the rate of 3Z. 19s. 6d. per ounce.

4. Between May 1, 1821, and May 1, 1823, the bank were to

pay in gold bullion upon the same plan, at the rate of 3Z. 17s.

IQ^d. per ounce, which was the mint price of gold.

5. From May 1, 1823, the bank were to pay their notes in

the gold coin of the realm.

6. But between February 1 and October 1, 1820, the bank

might make payments at a less rate than 4Z. Is., and not less

than 3Z. 19s. &cl. per ounce ; and between October 1, 1820,

and May 1, 1821, the bank might pay at any rate less than

'61. 19s. Qd., and not less than 3Z. 17s. lOJd, on giving three

days' notice in the Gazette. Such payments to be made in

ingots or bars of gold, of the weight of sixty ounces. The bank

were also permitted to pay in gold coin on or after May 1,

1822.

7. All the laws which restrained the exportation of gold and

silver coin were repealed, and the coin was allowed to be

exported or melted without incurring any penalty.

The bin did not give satisfaction to the bank directors.

They wished to be allowed to pay their notes in gold bullion at

the market price of the day.

The 59 Geo. III. c. 76, was passed to prohibit the banlt

making advances to government without the authority of

parliament. But the bank were allowed to purchase exchequer

bills, or to advance money on them, but the amount of such

bills was to be laid annually before parliament.

1820. An Act passed for the further prevention of forging

and counterfeiting of bank notes (1 Geo. IV. c. 92). It also

enacted, that the names of pei'sons authorized by the bank
directors to sign the notes, might be impressed by machine
instead of being subscribed in the handwriting of such persqns.

1821. The bank commenced paying off their notes under 51.

in gold. The directors had procured an Act of Parliament, 1 & 2
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Geo. IV. c. 26, permitting them to do so from the first day of
May, 1821. The gold coins issued by the bank were not
guineas, but sovereigns of the value of twenty shillings, which
were now first coined. The gold coined at tlie mint this year
amounted to 9,520,758Z., and the silver to 433,686?.

1822. In this year an Act was passed permitting the country
bankers to continue the issuing of notes under 5/. until the

expiration of the bank charter in 1833. As the law previously

stood, their notes were prohibited on the resumption of cash
payments by the bank. The directors made the following

reference to this subject, in a memorandum they delivered to

the parliamentary committee of 1832 :

—

"By the resolution of the House of Commons of 1819, the

bank were required, within four years, to pay off in gold the

amount of their one-pound notes then in circulation (about

7,500,000?.); further, to provide the coin for paying ofi" the

country small notes in 1825 (about seven or eight millions

more) ; in addition to which the necessity was imposed of

providing the requisite surplus bullion for insuring the con-

vertibility of all their liabilities, which addition of bullion to

their then st-ock could not be estimated at less than 5,000,000?.;

making in the aggregate 20,000,000?. of gold as necessary to

be provided from foreign countries, within the space of four

years from 1819.

.
" That supply of gold could only, be purchased by reduced

prices of commodities ; the bank withdrawing a given amount

of securities, in the first instance, the notes for which might be

reissued in payment of the gold as imported. The low prices

and general state of trade, from 1819 to 1821, and the with-

drawal of the bank's securities, enabled the bank to cancel

their small notes in the latter year ; and in the following

(1822) three years prior to tlie time fixed by parhament, they

were in a situation to furnish the gold for paying off the

country small notes, when, without any communication with

the bank, the government thought proper to authorize a con-

tinuance of the circulation of the country small notes until

1833. The consequence of that measure was, to leave in the

possession of the bank an inordinate quantity of bullion

(14,200,000?. in January, 1824) ; and further, to afford the

power of extension to the country bankers' issues, which it is

believed were greatly extended, from 1823 to 1825."
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By a return ,from the Stamp Of5fice, it appears that the

number of country banks this year was five hundred and fifty-

two, and the number of persons in those firms was one thousand

six hundred and seventy-three.

1822. June 22. The bank reduced the rate of interest upon

bills of exchange from five to four per cent., and extended the

time of such bills from sixty-one to ninety-five days.

In this year the government reduced the interest of the

navy five per cents, to four per cent. Each holder of lOOZ.

stock received 105Z. new stock, bearing four per cent., with a

guarantee that the interest should not be farther reduced until

the year 1829. This new stock was distinguished by the name
of " new fours." The bank agreed to advance the money to

pay off the dissentients.

1822. In consequence of the abolition of the notes under 51.,

the bank found they had many more clerks than was necessary.

A good number were, therefore, discontinued ; the bank giving

them either a pension, or the value of a pension in ready

money, at the option of the clerks. The conduct of the bank

on this occasion was highly liberal, and met with universal

approbation.

1823. Lady-day. The dividend on bank stock was reduced

from ten to eight per cent.

The bank engaged to advance to government, between April,

1823, and April, 1828, the- sum of 13,089,419?., for the purpose

of defraying the charge of military and naval pensions, and to

receive in lieu of this sum 585,740Z. per annum ; to commence
from the 5th of April, 1823, and to continue for a term of forty-

four years, and then to cease. This charge is commonly called
" the dead weight."

In the latter end of this year the bank commenced advancing

money upon the security of government stock. They also lent

1,500,OOOZ. to the East India Company.
1824. The bank extended their advances upon stock, and

commenced lending money on mortgage.

The old four per cents, were reduced to three and a half per

cent. The new stock is called "Three and a half per cent,

reduced."

This and the subsequent year were remarkable for the

commencement of a great number of joint-stock companies.

The total number of projects was six hundred and twenty-four.
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and to carry them all into effect would have required a capital

of 372,173,100?. They have been thus classified :—

*

*

Capital.

£
74 Mining Companies 38,370,000

29 Gas ditto 12,077,000

20 Insurance ditto 35,820,000

29 Investments ditto 52,600,000

54 Canal Railroad ditto 44,051,000

67 Steam ditto 8,555,500

11 Trading ditto 10,450,000

26 Building ditto 13,781,000

24 Provision ditto 8,360,000

292 MisceUaueous ditto 148,108,600

624 £372,173,100

The above companies are divided by Mr. English into four

classes. First, companies which continued to exist in the year

1827 ; secondly, companies whose shares had been sold in the

market, but were afterwards abandoned ; thirdly, companies

which published prospectuses, or which were announced in the

papers, but which are not known to have issued shares

;

fourthly, companies the formation of which was noticed in the

public papers, but the particulars not specified.

The following is the general summary :

—

r, r^ -t. 1 • 1 Amount actually
Companies. Capital required.

advanced.

£ £

127 Companies existing in 1827 . 102,781,600 15,185,950

118 ditto abandoned 56,606,500 2,419,675

236 ditto projected 143,610,000

143 ditto ditto not particularized. 69,175,000

624 £372,173,100 £17,605,625

Besides the capital required for the above companies, large

sums of money were granted as loans to foreign powers, as

appears from the following table :

—

* See A Complete View of the Joint-stock Companies foimed during the years

1824 and 1825, by Henry English.
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A list of the foreign loans contracted in England, with the

amounts of the same, the names of the contractors, the

years in which the contracts were made, and the prices at

which they were issued.
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bank, several London bankers, and a much greater number of

country bankers, were obliged to suspend their payments.

Most of the joint-stock companies, that had been formed in the

season of speculation, fell to the ground.*

The following is the opinion of J. H. Palmer, Esq., the

governor of the bank, as to the causes of the wild spirit of

speculation which had preceded the panic :

—

" Will you state to the committee what, in your opinion, was the nature

and the march of the crisis in 1825 ?—I have always considered that the

first step towards the excitement was the reduction of the interest upon
the government securities; the first movement in that respect was, I

think, upon 135,000,000?. of five per cents., which took place in 1823. In

the subsequent year, 1824, followed the reduction of 80,000,0002. of four

per cents. I have always considered that reduction of interests, one-fifth

in one case, and one-eighth in the other, to have created the feverish

feeling in the minds of the public at large, which prompted almost

everybody to entertain any proposition for investment, however absurd,

which was tendered. The excitement of that period was further pro-

moted by the acknowledgment of the South American republics by this

country, and the inducements held out for engaging in mining operations^

and loans to those governments, in which all classes of the community in

England seem to have partaken almost simultaneously. With those

speculations arose general speculation in commercial produce, which had
an effect of disturbing the relative values between this and other countries,

and creating an unfavourable foreign exchange, which continued from

October, 1824, to November, 1825, causing a very considerable export of

bullion from the bank, about seven miUions and a half. Commercial

speculations had induced some bankers, one particularly, to invest money
in securities not strictly convertible, to a larger extent than was prudent

;

they were also largely connected with country bankers. I allude to the

house of Messrs. Pole and Co., a house originally possessed of very great

property, in the persons of the partners, but which foil with the circum-

stances of the times. The failure of that banking-house was the first

decisive check to commercial and banking credit, and brought at once a

vast number of country bankers, which were in correspondence with it,

into difficulties. That discredit was followed by a general discredit

throughout London and the interior."

Some of the other witnesses considered the panic to have

arisen from an over-issue of notes on the part of the Bank of

England and the country bankers. But whatever may have

* The crisis was at its height from Monday, the 12th, to Saturday, the 17th

December. Up to the night of Wednesday the bank restricted its issues, to the

ruin of houses of first-rate importance. Becoming sensible of its error, it discounted

liberally the tljree Jast days of the week, issuing upwards of 5,000,0002. of notes
;

otherwise, the ruin would liave been universal.

K
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been the cause, the bank certainly acted with great liberality at

the period of the alarm, even at the risk of its own stoppage of

payment.

" Will you describe the manner in -whioli the bank lent its assistance at

that time ?—We lent it by every possible means, and in modes that we
never had adopted before. We took in stock as security, we purchased

exchequer bills, we made advances on exchequer bills, we not only dis-

counted outright, but we made advances on deposit of biUs of exchange to

an immense amount ; in short, by every possible means consistent with

the safety of the bank ; and we were not, upon some occasions, over nice

;

seeing the dreadful state in which the public were, we rendered every

assistance in our power.
" Did any communication take place between the bank and the govern-

ment respecting an order in council to restrain payments in gold at that

period ?—Yes ; it was suggested by the bank.

"What answer did his Majesty's government give to that?—They
resisted it from first to last.

" The Bank of England issued one-pound notes at that period. Was
that done to protect its remaining treasure ?—Decidedly ; and it worked

wonders, and it was by great good luck that we had the means of doing

it : becasise one box containing a quantity of one-pound notes had been

overlooked, and they were forthcoming at the lucky moment.
" Had there been no foresight in the preparation of these one-pound

notes ?—None whatever, I solemnly declare.

" Do you think that issuing of the one-pound notes did avert a com-

plete drain?—As far as my judgment goes, it saved the credit of the

country."

Evidence of Jeremiah Harman, Esq. (p. 154.)

On the last day of December, 1825, the coin and bullion in

the bank amounted to only 1,260,890Z.

Dec. 13. The bank raised the rate of discount from four to

five per cent, upon bills not having more than ninety-five days

to run. This rate continued until July, 1827.

1826. Jan. 13. The government made a communication to

the bank directors, stating their intention, in order to prevent a

recurrence of panic, to propose to parliament the gradual

abolition of country bank notes under 51. ; and also proposino- to

the bank,

" First, That the Bank of England should establish branches

of its own body in different parts of the country.
" Secondly, That the Bank of England should give up its

exclusive privilege as to the number of partners engaged
in banking, except within a certain distance from the me-
tropolis."
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The directors were at first unwilling to establish branches,

but ultimately they acceded to both the above propositions.

The government also induced the bank to make advances

upon the security of goods, and accordingly the bank established

boards for this purpose at the following places, and advanced to

the undermentioned amounts :

—
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sixtjr-five^miles from London, nor draw any bills on London for

a less anJount than 50/.

3. The banks may sue, and be sued, in the name of their

public officers; and when judgment is obtained against such

public officers, execution may be issued against any member of

the copartnership.

4. Previous to issuing notes, the bank shall deliver to the

Stamp Office, schedules containing the name or title of the bank

—the names and places of abode of all the partners—tlie names

of the places where the banks are established—and the names

and descriptions of the public officers in whose name the bank

wishes to sue and be sued.

5. These banks are allowed to compound for the stamp

duties on their notes, at the rate of seven shillings per annum
for every lOOZ. in circulation.

By the fifteenth clause of this Act, the Bank of England

was expressly authorized to establish branches. This was

enacted to " prevent any doubts that might arise " upon the

subject. The bank accordingly opened branches this year at

Gloucester, Manchester, and Swansea.

1827. July 5. The bank reduced the rate of discount from

five to four per cent.

The extension of the branches of the Bank of England this

year occasioned great dissatisfaction among the country bankers.

The establishment of rival banks in their own neighbourhood,

was a circumstance that the country bankers could not view

with indifference. They declared' that the Bank of England,

and not themselves, had been tKe cause of the previous spirit of

speculation ; that the Bank of England, by their advances to

government and loans on mortgage, had made excessive issues,

and that now to extend their influence, at the expense of the

country bankers, was to reward the guilty and to punish the

innocent. The country bankers had been accustomed to charge
five per cent, on the bills they discounted, and at some places

five or six shillings commission besides the discount, but the
branches of the Bank of England charged only four per cent,

without any commission. The country bankers were of course

compelled to do business on the same terms, or to permit their

customers to go to the branch. The chief advantage the countrv
bankers possessed over the branch banks was, that they con-

tinued to allow interest on deposits, which the branch banks did
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not. But the additional confidence whicli was then possessed by
the branch banks may, notwithstanding, have induced some
depositors to give them a preference to the country bankers.

,

On December 7, the country bankers held a meeting at the

London Tavern, Bishopsgate Street, where they passed several

resolutions, and appointed a deputation to wait upon Lord

Goderich, the first Lord of the Treasury, and Mr. Herries, the

Chancellor of the Exchequer. Among other resolutions were

the following :

—

" That the late measures of the Bank of England in the estabKshment of

branch banks have the evident tendency to subvert the general banking

system that has long existed throughout the country, and which has

grown up with, and been adapted to the wants and conveniences of the

public.

" That it can be distinctly proved that the prosperity of trade, the

support of agriculture, the increase of general improvement, and the

productiveness of the national revenue, are intimately connected with the

existing system of banking.
" That the country bankers would not complain of rival establishments,

founded upon equal terms; but they do complain of being required

to compete with a great company, possessing a monopoly and exclusive

privileges.

" That should this great corporation, conducted by directors who are

not personally responsible, succeed, by means of these exclusive advan-

tages, in their apparent object of supplanting the existing banking

establishments, they will thereby be rendered masters of the circulation of

the country, which they will be enabled to contract or expand according

to their own will, and thus be armed with a tremendous power and

influence, dangerous to the stability of property and the independence of

the country."

At a meeting held at the same place, on the 16th of December,

Sir John Wrottesley, Bart., M.P., the chairman, reported to the

meeting the result of the interview of the deputation with

Lord Goderich and the Chancellor of the Exchequer on that day,

and read their answer as follows: "Lord Goderich and the

Chancellor of the Exchequer stated to the deputation, that they

were fully sensible of the great importance of the subjects which

were brought before them by the deputation ; and that, although

it v/as obviously impossible that they could undertake, on the

part of the government, to express upon that occasion any

opinion upon the matters under consideration, they could assure

the deputation that all that had been communicated should

receive the. most deliberate and serious attention."
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The country bankers complained, too, that the braucli banks,

instead of meeting them on the footing of equality, had refused

to take their notes, unless the bankers had previously opened

accounts with the branch banks, and provided funds for the

purpose.

1828. Another subject of complaint on the part of the country

bankers.—The Bank of England had always issued their notes

and post- bills unstamped, in consideration of paying, as a com-

position for the stamp duties, 3500?. per annum On every

1,000,0007. in circulation. When the branches were established

they issued bills, drawn upon the parent establishment in

London, at twenty-one days after date, without being stamped,

alleging that these were included in their composition. At the

same time the country bankers could not draw bills upon

London without paying the stamp duty. In a memorial, pre-

sented to the government by the bankers in the town and

neighbourhood of Birmingham, it was shown that the stamp

duty on a bill drawn at twenty-one days on London, is three

shillings and sixpence, while under the composition the Bank
of England would pay but fivepence ; and that a circulation

throughout the year of 10,000Z., in bills of exchange of 20Z. each,

would subject the Bank of England to a payment, in lieu of

stamp duty, of only 35Z., while other banks would have to pay

650?. An Act of Parliament (9. Greo. IV. c. 23) was accord-

ingly passed, to enable country bankers to compound for their

stamp duties on the same terms as the Bank of England, and to

include bills drawn upon London at twenty-one days' date in the

composition. By this law the country bankers have the advan-

tage of paying duty only on the amount of notes in circulation.

1828. May 9. " The humble memorial of the country bankers

in England and Wales," was presented to *' the Lords Com-
missioners of his Majesty's Treasury " against the branch banks.

It concludes thus :

—

" Your memorialists therefore deeply regret that yom: lordships do not
feel justified in adopting measures for the withdrawal of the branch bar.ks,

and they hope that your lordships will be pleased, as far as lies in your
lordships' power, to prevent any interference with the business of your
memorialists; and that your lordships will be pleased to institute an
inquiry into the system of country banking, and take into yom- lordships'

consideration the claims of the country bankers to be regarded as parties

in the intended application for the renewal of the bank charter, and that
no special privilege or monopoly be granted or continued to the governor
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and company of the Bank of England; but that they may be placed
on a perfect equality with country bankers in the competition which,

by means of their branches, they are now carrying on with your
memorialists."

The goTernment replied, " that the* interests of the country

bankers should not be neglected in any negotiation between the

government and the Bank of England for the renewal of the

bank charter."

1830. The government reduced the interest on the new four

per cent, stock to three and a half per cent. This stock was

formed in the year 1822, by the reduction of the navy iive per

cents, to four per cent. The holders had the option of receiving

for every 100?. new four per cents, either 100?. stock at three

and a half per cent., not redeemable until the year 1840, or 101.

at five per cent., not redeemable until the year 1873. Most of

the holders chose the former. This stock is called " new three

and a half per cent.," and amounts to above 139,000,000?. The
other stock, formed by those who chose the 70Z., is called the

new five per cents., and amounts to little more than 466,000?.

1831. " An account of the amount of silver coin melted ; also

the loss sustained by the Bank of England thereby, in 1831
."

£
Amount of silver coin melted in bars 565,000

Ditto, melted and re-coined 35,000

£600,000

£ s. d.

Loss on sixpenny pieces 4,601 1 3

Loss on other denominations 62,982 19 2

£67,584 5

1832. May 22. A committee of secrecy was appointed by the

House of Commons, to inquire into the expediency of renewing

the charter of the Bank of England, and into the system on

which banks of issue in England and Wales are conducted.

The committee was composed of the following members :

—

Lord Viscount Althorp Mr. J. Smith Mr. Haywood
Sir E. Peel, Baxt. Mr. Eobarts Lord Visct. Ebrington

Lord John Eussell Sir M. Eidlej, Bart. Mr. Lawley

Mr. Goulburn Mr. Attwood Sir. J. Wrottesley, Bart.

Sir J. Graham, Bart. Sir J. Newport, Bart. Lord Cavendish
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Mr. Hemes Mr. Baring Mr. Alderman Wood
Mr. Poulett Thomson Mr. Irving Mr. Strutt

Mr. Gourtenay Mr. Warburton Mr. Bonham Carter

Ool'onel Maberly Mr. G. PMIUps Mr. E. J. Stanley

Sir H. Parnell, Bart. Mr. J. Morrison Mr. Aid. Thompson

Mr. Vernon Smith Lord Viscount Morpeth

On the 11th day of August the committee delivered the

following report :

—

"The secret committee appointed to inquire into the expediency of

renewing the charter of the Bank of England, and into the system on

which banks of issue in England and Wales are conducted, and to whom
the petition of certain dkectors of joint-stock banking companies in

England was referred, and who were empowered to report the minutes of

evidence taken before them, have agreed upon the following report :

—

"Your committee have applied themselves to the inquiry which the

House has committed to them, by calling for all the accounts which

appeared to them necessary for the purpose of elucidating the affairs of the

Bank of England, and have examined evidence for the purpose of

ascertaining the principles on which it regulates the issues of its notes,

and conducts its general transactions. They feel bound to state that the

directors of the Bank of England have afforded to them every facihty in

their power, and have most readily and candidly answered every question

which has been put to them, and produced every account which has been

,called for. The committee have also examined such witnesses as appeared

to them, from their practical knowledge and experience, most likely to

afford information on the important subjects under their consideration,

who have all been ready to give the committee the most ample

information.

" The principal points to which they have directed their attention are

—

" First.—Whether the paper circulation of the metropolis should be

confined, as at present, to the issues of one bank, and that a commercial

company; or whether a competition of different banks of issue, each

consisting of an unlimited number of partners, should be permitted.
" Secondly.—If it should be deemed expedient that the paper circulation

of the metropolis should be confined, as at present, to the issues of one

bank, how far the whole of the exclusive privileges possessed by the Bank
of England are necessary to effect this object.

" Thirdly.—What checks can be provided to secure for the public a
proper management of banks of issue, and especially whether it would
be expedient and safe to compel them periodically to publish their

accounts.

" With respect to the circulation of paper in tliis country, the committee
have examined,

—

First, into the effect produced by the establishment of

the branch banks of the Bank of England; and secondly, into the
expediency of encouraging the establishment of joint-stock banks of issue

in the country.

" On all these, and on some collateral points, more or less information
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will bo found in the minutes of evidence ; but on no one of them is it so

complete as to justify the committee in giving a decided opinion.

" The period of the session at which the committee commenced their

labours, the importance and extent of the subjects, and the approaching

close of the session, will suflciently account to the House for the limited

progress of the inquiry, and for the incompleteness of the materials which
have been collected for the purpose of forming an opinion;—they have

thought it better, therefore, to submit the whole of the evidence which

they have taken, with a very few exceptions, to the consideration of the

House.
" In their opinion, no pubKc inconvenience will arise from this publi-

cation. The only parts of the evidence which they have thought it

necessary to suppress, are those which relate merely to the private interests

of individuals.

" The House will perceive that the committee have presented, as part of

the evidence which they have taken, the actual amount of bullion at

different times in the hands of the Bank of England. This information

has never before been given to the public ; it is, however, very essential to

a complete knowledge of the subject, and if it had been suppressed by the

committee, many parts of the evidence would have been unintelligible,

and a false impression would have been produced in the minds of the

public, that the bank were not so well provided with bullion as is desirable,

which might have a very injurious effect. The House wiU, however,

observe that the bank is amply provided with bullion at the present time

;

and it does not, therefore, appear to the committee that this information

being now given to the public can be productive of any injurious

consequences.
" The committee, however, by no means wish it to be understood, from

their having felt themselves called upon to include this evidence in their

report, that they have formed any opinion as to the propriety of

periodically publishing the affairs of this or of any other bank of issite.

There appears to be a difference between a publication of the affairs of the

bank when an inquiry is instituted for the purposo of deciding whether the

bank charter shall be renewed or not, and a periodical publication during

the course of its ordinary transactions.

" Of the ample means of the Bank of England to meet all its engage-

ments, and of the high credit which it has always possessed and which it

continues to deserve, no man who reads the evidence taken before this

committee can for a moment doubt ; for it appears that, in addition to the

surplus rest in the hands of the bank itself, amounting to 2,880,000?., the

capital on which interest is paid to the proprietors, and for which the state

is debtor to the bank, amounts to 14,553,000?., making no less a sum than

17,433,000?. pver and above all its liabilities."

The following years were remarkable for a great increase in

the profits of the bank—1786, 1796, 1800, 1805, 1806, 1814,

1815, 1816, 1822.

1786. In the year ending February, 1786, the profits were 976,194?.

;
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being /an increase of r^4,970Z. over that of the preceding year, and

122,540^. over the following year. We find that between the last day of

Eebruary, 1785 and 1786, the circulation of notes had increased from

5,923,090Z. to 7,581,960?. : this no doubt was the main caxise of the profits

;

for the deposits, the public securities, and the private securities had all

decreased ; and what was also unfavourable, a considerable increase had

taken place in the stock of bullion. It seems likely that this increase of

bullion did not occur till the latter end of the year, and the diminution

of profits in the following years arose from keeping up this large amount
of buUion.

1796. This year the profits had increased from 887,668Z. to 1,114,028?.

A great reduction had taken place in the circulation in the course of this

year, but this decrease had probably been gradual, so that there was a

profit for a good part of the year on the large amount ; and on the other

hand, there was an increase of above 500,000?. in the private securities or

discounts, and a much larger decrease in the stock of buUion. The
diminution in the amount of bulUon was about the same amount as the

diminution of the circulation, and was no doubt occasioned by a demand
for gold upon the bank, is. consequence of the unfavourable state of the
foreign exchanges. This issue of gold, while confined to the amount the
bank had previously on hand, would not diminish theii' profits. The gold
might as well be in circulation as be confined in the coffers of the bank.

1800. This year the profits increased from 942,568?. to 2,129,048?. By
reference to Table II. we find there was a great increase in the circulation

—the public securities and the private securities,—and a diminution in
the amount of buUion. All these are favourable to an increase of
profits.

1805. In this year the profits were much larger than those of the
preceding year, havmg increased from 1,109,938?. to 1,371,038?. This
arose from a great increase in the deposits, and also in the pubhc
securities.

1806. The profits again increased from 1,371,038?. to 1,674,038?. The
cause of this is not very evident. The circulation, and the private
secui-ities,and the amount of buUion, were about the same as the preceding
year. A reduction of 2,000,000?. had also taken place in the public
securities. We should imagine there would be a reduction of profit,

rather than an iaorease. Possibly, however, the public securities which
were parted with were sold at a much higher price than they cost, and
hence might arise a considerable profit.

1814. The profits advanced from 1,494,620?. to 1,765,700?., arising from
an increase in the circulation, an increase in the deposits, and a consider-
able increase in the private securities.

1815. An increase of profits, arismg from an increase in thq circulation
and in the pubhc securities.

1816. An increase of profit, from 1,857,950?. to 2,172,410?. This profit
seems to have risen chiefly from an increase in the private securities
Possibly some profit was also realized from the large reduction of the
public securities. The profit on the increase in the deposits was not
equivalent to the loss upon the increase of bullion.
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1822. Here the profits rose from 1,092,780Z. to 1,971,8802., while eyery

source of profit appears diminished. The circulation, the deposits, the

public and the private securities, were all considerably less than in the

preceding year, and the average stock of bulHon much increased. The
only way of accounting for this extraordinary profit, is to suppose that it

was realized by the sale of publio securities. They were reduced from

16,010,990Z. to 12,478,133?.

I shall now notice those years in which there was a diminution

of profits.

1790. In this year the profits were only 671,4382. ; and this, with an

increase in the circulation, the deposits, and the public securities. But,

on the other hand, there was a great falling off in the private securities,

and an increase in the amount of bullion.

1798. The profits were only 841,068?., whOe the preceding year they

amounted to 924,988?., and the following year to 942,568?., while there was

a great increase iu the circulation and the deposits. But there was also

a great iacrease of bullion ; from 1,086,170?. it was raised to 5,828,940?.

This year, it wUl be recollected, was the period of the Bank Eestriotion

Act being passed, and no doubt the bank went to great expense in order

to obtain gold.

1804. The profits fell from 1,359,828?. to 1,109,938?., notwithstanding an

increase in the circulation, the deposits, and the public securities. There

was, however, a diminution in the private securities.

1809. A fall in the profits from 1,481,670?. to 1,156,600?., in consequence,

it would appear, of a fall in the deposits.

1817. A fall of profit from 2,172,410?. to 1,316,780?., in consequence of

a fall in the deposits, and an immense fall in the private securities. There

was also an increase in the amount of bullion. This was the first year

after the termination of the war.

1818. In this year the profits fell still lower, being only 911,480?. There

was a further fall in the deposits, and a still greater fall in the private

securities ; and also an increase in the average stock of bullion.

1819. The profits this year appear to be only 362,580?., notwithstanding

a considerable increase in the private securities, and a great reduction in

Ihe stock of bullion. The bank returns are not suflSciently minute to

enable us to account for this falling off. It may have been occasioned by

losses, expenditure on bank buildings, &c., but we have no data upon

which to form any conjecture on the subject.

•- 0. The profits, though still below the average, were a considerable

advance on the preceding year, notwithstanding a reduction in the deposits

and in the private securities. , It appears, however, that there was a

considerable reduction in the average stock of bullion.

1828. The profits were reduced from 1,186,280?. to 917,670?., in con-

sequence of a reduction in the private securities, and an increase of

bullion.

1830. An apparent faU of profits from 1,209,490?. to 930,790?. This,

however, is only apparent ; as a portion of the losses by Pauntlftroy's
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forgeries, amounting to 250,000Z., were passed to the debit of the profit and

loss aooount this year.

The profits of the bank are derived from the following

sources :—First, The interest on their capital, which is lent to

the public at three per cent. Secondly, the use of the rest, or

surplus capital. Thirdly, the use of the capital raised by the

circulation and the deposits. Fourthly, the allowance they

receive as agents for transacting the business of the govern-

ment. There is another source of profit, arising from the

accidental destruction of notes that are in circulation. The

amount cannot be ascertained, but it may be presumed, from

the following account, that the sum is not inconsiderable :

—

An account of the amount of bank notes in circulation, of

dates beyond five, ten, fifteen, and twenty years respectively :

—

£
Bank notes of SI. and upwards, and post bills outstanding,! non oon

dated prior to iBt January, 1812 /
^ou.oou

Ditto, dated between Ist January, 1812, and 1st January, 1817 95,600
Ditto, dated between 1st January, 1817, and Ist January, 1822 149,860
Ditto, dated between 1st January, 1822, and 1st January, 1827 511,490

Bank notes of 5Z. and upwards, and post bills 1,037,330

The bank are unable to state what amount of 11. and 21. notes)
is outstanding of the dates above specified, but the present) 297,000
amount is

)



of Banking. 61

An account of all distributions made by tbe Bank of Eng-
land amongst the proprietors of bank stock, whether by money
payments, transfer of five per cent, annuities, or otherwise,

under the heads of bonus, increase of dividend, and increase

of capital, betwixt the 25th February, 1797, and 31st March,

1832, in addition to the ordinary dividend of seven pounds

per cent, on the capital stock of that corporation existing in

1797 ; including therein the whole dividend paid since June,

1816, on their increased capital, stating the period wlien such

distributions were made and the aggregate amount of the

wliole :

—

In June, 1799, lOJ. per cent, bonus in Five per Cents. 1797, on\

May,
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charter. The following letter from Lord Althorp, the Chan-

cellor of the Exchequer, was read by the secretary :

—

"Downing Street, May 2, 1833.
" Gentlemen,

" After duly considering the conversation I have had with you,

the substance of which I have reported to my colleagues, his Majesty's

government have directed me to make the following proposals to you for

the purpose of renewing the bank charter.

" 1. We propose to renew the charter for twenty-one years, subject,

however, to this condition:—that if at the end of ten years the then

existing government should so think fit, they may give a twelvemonth's

notice to the bank that the charter shall expire at the end of eleven

years.

" 2. That no banking company consisting of more than six partners

shall issue notes payable on demand within the metropolis, or within

sixty-five miles from the metropolis. Banking companies, however, con-

sisting of any number of partners established at a greater distance from

the metropolis than sixty-five miles, shall have the right to draw bills on

London without restriction as to their amounts, and to issue notes payable

in London.
" 3. Bank of England notes shall be a legal tender, except at the Bank of

England, or at any of its branches.
" 4. Bills not having more than three months to run before they become

due, shall not be subject to the usury laws.

" 5. An account, similar to that laid before the bank committee, of the

amount of bullion and securities in the hands of the bank, and of the

amount of notes in circulation, and of the deposits in the hands of the bank,

shall be transmitted, as a confidential paper, weekly, to the Chancellor of

the Exchequer : these accounts shall be consolidated at the end of each
quarter, 'and the average state of the bank accounts for the preceding

quarter pubUshed quarterly in the Gazette.
" A bill will also be introduced into Parliament, with the view of regu-

lating country banks. The provisions of this measure will be such as to

hold out an inducement to the establishment of joint-stock banks who will

not issue their own notes.

"His Majesty's government desire me to call your attention to the
advantages which these different propositions are likely to confer upon the
bank. Their tendency must be to extend the circulation of its notes, and
by relieving bills at short dates from the usury laws to facilitate its opera-
tions. While, on the other hand, the only relaxation in its exclusive
privileges, as they at present exist, which is required—is the permission
given to joint-stook banks, established at a gTeater distance than sixty-five

miles from the metropolis, to draw' bills and to issue notes payable in
London. His Majesty's government, therefore, think that they have a
right to expect some considerable pecuniary advantages from the bank in
the management of the government business. They consequently propose
that government should repay to the bank twenty-five per cent, of the
debts of M,500,000Z. now due, and that the bank should deduct from tho
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payments made to them from the government for the transaction of the
government business the annual sum of 120,000Z.

" I hope that this proposal will be satisfactory to the bank riirectors, and
that by making this arrangement an end may be speedily put to the
suspense now existing.

" I have the honour to be,

" Gentlemen,
" Your most obedient humble Servant,

" Althoep.
" To the Governor and Deputy-Governor

of the Bank of England."

Alter some discussion, the further consideration of this letter

was adjourned to a future meeting.

In the same evening Lord Althorp brought forward the sub-

ject in the House of Commons. Besides the measures that were
connected with the Bank of England, he announced the measures
for regulating country banks. These were

—

1. That government should have the power of granting charters

to joint-stock banks issuing notes beyond sixty-five miles from
London, and to joint-stock banks within the sixty-five miles,

provided they issued only the notes of the Bank of England.

2. That the joint-stock banks which issued notes should be

required to pay up one half of their capital, and all the share-

holders be answerable individually to the full extent of their

property.

3. That the joint-stock banks which did not issue their own
notes should be required to pay up only one fourth of their

capital, and the shareholders be responsible only to the amounts

of their shares.

4. That the government when granting the charter should

have the power to decide whether the amount of capital sub-

scribed was a sufficient amount for the place in which the bank

was situated.

5. That each private bank should be required to send a state-

ment of its accounts to the government in London, as a strictly

confidential paper, which was not to be published in a separate

form, but, the accounts being added together, the total results

should be given to the public periodically.

6. That to enable the government to know the total amount

of notes in circulation, each private bank, as well as each joint-

stock bank, should be compelled to compound for the stamp

duties.



64. The History and Principles

The Bank of England proprietors agreed, at a subsequent

meeting, to the measures which had a reference to them. But

the country bankers expressed great dissatisfaction ; and on the

12th of June they presented a memorial to Earl Grey, the first

Lord of the Treasury, and to Lord Althorp, the Chancellor of

tbe Exchequer, upon the subject. Li consequence of the oppo-

sition of the country bankers, Lord Althorp postponed his

measures for the regulation of the private and joint-stock banks,

and carried forward his plan for the renewal of the charter of

the Bank of England. The following bill was ultimately

passed into a law :

—

An Act for giving to the corporation of the Governor and

Company of the Bank of England certain privileges, for a

limited period, under certain conditions, was passed August 29,

1833.

" Whereas an Act was passed in tlie 39t]i and 40th years of the reign of

his Majesty King George in., intituled, An Act for establishing an agree-

ment with the Governor and Company of the Bant of England, for

advancing the sum of 3,000,0002. towards the supply for the service of the

year 1800: and whereas it was by the said recited Act declared and

enacted, that the said governor and company should be and continue a

corporation, with such powers, authorities, emoluments, profits, and

advantages, and such privileges of excldsive banking, as are in the said

recited Act specified, subject nevertheless to the powers and conditions of

redemption, and on the terms in the said Act mentioned : and whereas an

Act passed in the 7th year of the reign of his late Majesty King George

IV., intituled, An Act for the better regulating co-partnerships of certain

bankers in England, and for amending so much of an Act of the 39th and

40th years of the reign of his late Majesty King George III., intituled. An
Act for establishing an agreement with the Governor and Company of the

Bank of England for advancing the sum of 8,000,0002. towards the supply

for the service of the year 1800, as relates to the same : and whereas it is

expedient that certain privileges of exclusive banking should be continued

to the said governor and company for a further limited period, upon certain

conditions : and whereas the said Governor o,nd Company of the Bank of

England are willing to deduct and allow to the public, from the sums now
payable to the said governor and company for the charges of management
of the public unredeemed debt, the annual sum hereinafter mentioned, and
for the period in this Act specified, provided the privilege of exclusive

banking specified in this Act is continued to the said governor and com-
pany for the period specified in this Act."

Bank of England to enjoy an exclusive privilege of banking
upon certain conditions :

—

" May it therefore please your Majesty that it may be enacted, and be
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it enacted by the King's most excellent Majesty, by and with the advice

and consent of the lords spiritual and temporal, and commons, in this

present Parliament assembled, and by the authority of the same, that the

said GoTernor and Company of the Bank of England shall have and enjoy

such exclusive privilege of banking as is given by this Act, as a body
corporate, for the period and upon the terms and conditions hereinafter

mentioned, and subject to termination of such exclusive privilege at the

time and in the manner in this Act specified."

During such privilege, no banking company of more than

six persons to issue notes payable on demand, within London or

sixty-iive miles thereof :

—

" And be it further enacted, that during the continuance of the said

privilege, no body politic or corporate, and no society, or company, or

persons united or to be united in covenants or partnerships, exceeding

six persons, shall make or issue in London, or within sixty-five miles

thereof, any bill of exchange or promissory note, or engagement for the

payment of money on demand, or upon which any person holding the same

may obtain payment on demand, provided always, that nothing herein or

in the said recited Act of the 7th year of the reign of his late Majesty King

George IV. contained shall be construed to prevent any body pohtio or

corporate, or any society or company, or incorporated company or corpora-

tion, or co-partnership, carrying on and transacting banking business at

any greater distance than sixty-five miles from London, and not having

any house of business or establishment as bankers in London, or within

sixty-five miles thereof (except as hereinafter mentioned), to make and

issue their bills and notes, payable on demand or otherwise, at the place at

which the same shall be issued, being more than sixty-five mUes from

London, and also in London, and to have an agent or agents in London,

or at any other place at which such bills or notes shall be made payable

for the purpose of payment only, but no such biU or note shall be for any

sum less than U., or be re-issued in London, or within sixty-five miles

thereof."

Any company or partnership may carry on the business of

banking in London, or within sixty-five miles thereof, upon the

terms herein mentioned :

—

" 3. And whereas the intention of this Act is, that the Governor and

Company of the Bank of England should, during the period stated in this

Act (subject, nevertheless, to such redemption as is described in this Act),

continue to hold and enjoy all the exclusive privileges of banking given by

the said recited Act of the 39th and 40th years of the reign of his Majesty

King George III. aforesaid, as regulated by the said recited Act of the 7th

year of his late Majesty King George IV., or any prior or subsequent Act

or Acts of Parliament, but no other or further exclusive privilege of bank-

ing : and whereas doubts have arisen as to the construction of the said

Acts, and as to the extent of such exclusive privilege; and it is expedient

that all such doubts should be removed, 6e it therefore declared and enacted,

F
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that any lody politic or corporate, or society, or company, or partnership,

although consisting of more than six persons, may carry on the trade or lusinesi

of hanking in London, or within sixty-five miles thereof, provided that such

body politic or corporate, or society, or company, or partnership, do nothorrow,

owe, or take up in England, any sum or sums of money on their hills or notes

payable on demand, or at any less time than six months from the borrowing

thereof, during the continuance of the privileges granted hy this Act to the said

Governor and Company of the Bank of Ertgla/nd."

All notes of the Bank of England, payable on demand, which

shall be issued out of London, shall be payable at the place

where issued, &c. :

—

"4. Provided always, and be it further enacted, that from and after the

1st day of August, 1834, all promissory notes payable on demand of the

Governor and Company of the Bank of England, which shall be issued at

any place ia that part of the United Kingdom called England, out of

London, where the trade and business of banking shall be carried on for

and on behalf of the said Governor and Company of the Bank of England,

shall be made payable at the place where such promissory notes shall be

issued ; and it shall not be lawful for the said governor and company, or

any committee, agent, cashier, officer, or servant of the said governor and

company, to issue, at any such place out of London, any promissory note

payable on demand which shall not be made payable at the place where the

same shall be issued, anything in the said recited Act of the seventh year

aforesaid, to the contrary notwithstanding."

Exclusive privileges hereby given, to end upon one year's

notice, given at the end of ten years after August, 1834 ; and

what shall be deemed sufficient notice :

—

" 5. And be it further enacted, that upon one year's notice given within

six months after the expiration of ten years from the 1st day of August,

1834, and upon repayment by Parliament to the said governor and com-

pany, or their successors, of all principal money, interest, or annuities,

which may be due from the pubhc to the said governor and company at

the time of the expiration of such notice, in Kke manner as is hereinafter

stipulated and provided, in the event of such notice being deferred until

after the 1st day of August, 1855, the said exclusive privileges of banking

granted by this Act shall cease and determine at the expiration of such

year's notice; and any vote or resolution of the House of Commons,

signiiied by the Speaker of the said House in writing, and delivered at the

public ofBce of the said governor and company, or their successors, shall

be deemed and adjudged to be a sufficient notice."

Bank notes to be a legal tender, except at the bank and

branch banks :

—

"6. And be it further enacted, that from and after the 1st day of

August, 1834, unless and until Parliament shall otherwise direct, a tender

of a note or notes of the Governor and Company of the Bank of England,
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expressed to be payable to bearer on demand, shall be a legal tender,

to the amount expressed in such note or notes, and shall be taken to be
Talid as a tender to such amount for all sums aboye 5i!. on all occasions on
which any tender of money may be legally made, so long as the Bank of

England shall continue to pay on demand their said notes in legal coin :

provided always, that no such note or notes shall be deemed a legal tender

of payment by the Governor and Company of the Bank of England, or any

branch bank of the said governoPand company; but the said governor and
company are not to become liable or be required to pay and satisfy, at any

branch bank of the said governor and company, any note or notes of the

said governor and company not made specially payable at such branch

bank ; but the said governor and company shall be liable to pay and satisfy

at the Bank of England in London all notes of the said governor and com-
pany, or of any branch thereof."

Bills not having more than three months to run, not to be

subject to usury laws :

—

" 7. And be it further enacted, that no bill of exchange or promissory

note made payable at or within three months after the date thereof, or not

having more than three months to run, shall, by reason of any interest

taken thereon or secured thereby, or any agreement to pay, or receive, or

allow interest in discounting, negotiating, or transferring the same, be void,

nor shall the liability of any party to any bill of exchange or promissory

note be affected by reason of any statute or law in force for the prevention

of usury, nor shall any person or persons drawing, accepting, indorsing, or

signing any such bill or note, or lending or advancing any money, or

taking more than the present rate of legal interest in Great Britain and

Ireland respectively for the loan of money on any such bill or note, be

subject to any penalties under any statute or law relating to usury, or

any other penalty or forfeiture ; anything in any law or statute relating

to usury in any part of the United Kingdom to the contrary notwith-

standing."

Accounts of bullion, &c., and of notes in circulation to be sent

weekly to the Chancellor of the Exchequer, &c. :—

"8. And be it further enacted, that an account of the amount of

bullion and securities in the Bank of England belonging to the said

governor and company, and of notes in circulation, and of deposits

in the said bank, shall be transmitted weekly to the Chancellor of the

Exchequer for the time being, and such accoiints shall be consohdated

at the end of every month, and an average state of the bank accounts

of the preceding three months, made from such consolidated accounts

as aforesaid, shall be published every month in the next succeeding

London Gazette."

Public to pay the bank one-fourth part of the debt of

14,686,800Z. :—

"9. And be it further enacted, that one-fourth part of the debt of

14,686,800?. now due from the public to the Governor and Company of
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the Baiik of England, shall and may be repaid to the said governor and

company."

Capital stock of tlie bank may be reduced :

—

" 10. And be it further enacted, that a general court of proprietors of

the said Governor and Company of the Bank of England shall be held at

some time between the passing of this Act and the 5th day of October,

1834, to determine upon the propriety df dividing and appropriating the

sum of 3,638,250?., out of or by means of the sum to be repaid to the said

governor and company as hereinbefore mentioned, or out of or by means

of the fund to be provided for that purpose, amongst the several persons,

bodies politic or corporate, who may be proprietors of the capital stock of

the said governor and company on the said 5th day of October, 1834, and

upon the manner and the time for making such division and appro-

priation, not inconsistent with the provisions for that purpose herein

contained; and in case such general court or any adjourned general

court, shall determine that it will be proper to make such division, then,

but not otherwise, the capital stock of the said governor and company
shall be, and the same is hereby declared to be reduced from the sum of

14,553,000?., of which the same now consists, to the sum of 10,914,750?.,

making a reduction or difference of 3,638,250?. capital stock, and such
reduction shall take place from and after the said 6th day of October,

1834 ; and thereupon out of or by means of the sum to be repaid to the

said governor and company as hereinbefore mentioned, or out of or by
means of the fund to be provided for that purpose, the sum of 3,638,250?.

sterling, or such proportion of the said fund as shall represent the same,

shall be appropriated and divided amongst the several persons, bodies

poUtio or corporate, who may be proprietors of the said sum of 14,553,000?.

bank stock on the said 5th day of October, 1834, at the rate of 25?. sterling

for every 100?. of bank stock which such persons, bodies politic and
corporate, may then be proprietors of, or shall have standing in their

respective names in the books kept by the said governor and company for

the entry and transfer of such stock, and so in proportion for a greater or

lesser sum."

Governor, deputy-governor, or directors, not to be disqualified

by reduction of their share of the capital stock :

—

"11. Provided always, and be it enacted, that the reduction of the
share of each proprietor of and in the capital stock of the said Governor
and Company of the Bank of England, T)y the repayment of such one-
fourth part thereof, shall not disqualify the present governor, deputy-
governor, or directors, or any or either of them, or any governor,
deputy-governor, or director who may be chosen in the room of the
present governor, deputy-governor, or directors at any time before the
general court of the said governor and company, to be held between the
25th day of March and the 25th day of April, 1835 : provided that at the
said general court, and from and after the same, no governor, deputy-
governor, or director of the said corporation shall be capable of being
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chosen such goTemor, deputy-governor, or director, or shall continue in

his or their respective offices, unless he or they respectively shall at the

time of such choice have, and during such his respective office continue to

have, in his and their respective names, in his and their own right, and for

his and their own use, the respective sums or shares of and in the capital

stock of the said corporation in and by the charter of the said governor

and company prescribed as the quaUfication of governor, deputy-governor,

and directors respectively."

Proprietors not to be disqualified :

—

"12. Provided also, and be it enacted, that no proprietor shall be

disqualified from attending and voting at any general court of the said

governor and company, to be held between the said 5th day of October,

1834, and the 25th day of April, 1835, in consequence of the share of such

proprietor of and in the capital stock of the said governor and company
having been reduced by such repayment as aforesaid below the sum of

500^. of and in the said capital stock : provided such proprietor had in his

own name the full sum of 500Z. of and in the said capital stock on the said

5th day of October, 1834; nor shall any proprietor be required, between the

said 5th day of October, 1834, and the 25th day of April, 1835, to take the

oath of qualification in the said charter."

Bank to deduct the annual sum of 120,000Z. from sum allovt^ed

for management of national debt :

—

" 13. And be it further enacted, that from and after the said 1st day of

August, 1834, the said Governor and Company, in consideration of the

privileges of exclusive banking given by this Act, shall, during the

continuance of such privileges, but no longer, deduct from the sums now

payable to the said governor and company, for the charges of management

of the pubUc unredeemed debt, the annual sum of 120,000?., anything in

any Act or Acts of Parliament or agreement to the contrary notwith-

standing : provided always that such deduction shall in no respect

prejudice or affect the right of the said governor and company to be paid

for the management of the public debt, at the rate and according to the

terms provided in an Act passed in the 48th year of his late Majesty King

George III., intituled ' An Act to authorise the advancing for the public

service, upon certain conditions, a proportion of the balance remaining in

the Bank of England, for payment of unclaimed dividends, annuities, and

lottery prizes, and for regulating the allowances to be made for the

management of the national debt.'

"

Provisions of Act 39 and 40 Geo. III. to remain in force,

except as altered by this Act :

—

"14. And be it further enacted, that aU the powers, authorities,

franchises, privileges, and advantages given or recognised by the said

recited Act of the 39th and 40th years aforesaid, as belonging to or

enjoyed by the Governor and Company of the Bank of England, or by any

subsequent Act or Acts of Parliament, shall be and the same are hereby



70 The History and Principles

declared to be in full force and continued by this Act, except so far as the

same are altered by this Act, subject, nevertheless, to such redemption

upon the terms and conditions following
;
(that is to say), that at any

time, upon twelve months' notice, to be given after the 1st day of August,

1855, and upon repayment by Parliament to the said governor and
company, or their successors, of the sum of 11,015,100?., being the debt

which will remain due from the public to the said governor and company
after the payment of the one-fourth of the debt of 14,686,800?. as herein-

before provided, without any deduction, discount, or abatement whatso-

ever, and upon payment to the said governor and company and their

successors of all arrears of the sum of 100,000?. per annum, in the said

Act of the 39th and 40th years aforesaid mentioned, together with the

interest or annuities payable upon the said debt or in respect thereof,

and also upon repayment of all the principal and interest which shall be
owiug unto the said governor and company and their successors, upon all

such tallies, exchequer orders, exchequer bills, or parliamentary funds
which the said governor and company or their successors shall have
remaining iu their hands, or he entitled to at the time of such notice to be
given as last aforesaid, then and in such case, and not till then (unless

under the proviso hereinbefore contained), the said exclusive privileges of
banking granted by this Act shall cease and determine at the expiration of
such notice of twelve months."

Act may be amended this session :

—

"15. And be it further enacted, that this Act may be altered, amended,
or repealed by any Act to be passed in this session of Parliament."

The government of the ba;nk rests entirely with the court of
directors, who may, if they please, change the whole system of
management. The only check upon their proceedings consists

in the publicity of their measures, the half-yearly meetings of
their proprietors, and the communications between the court
and the government. The directors are elected by the pro-
prietors of bank stock at a general meeting. Eight directors go
out and eight come in every year. The eight that come in are
commended by the whole court—that is, a "house list" is

sanctioned by the court ; and though the proprietors are not
required to vote for the names included in the list, yet these
persons have always been elected. The qualification for gover-
nor is 4000Z. bank stock ; deputy-governor, 3000Z. ; director,
2000Z. The directors are not usually large holders of bank
stock: none of them hold more than the qualification. The
governor and deputy-governor are appointed by the directors,
and usually continue in office for a year. The senior directors
of the bank, who have passed the chair, form a select committee

:
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to these are added, the director immediately succeeding by-

rotation to the deputy chair. The governor and the select

committee have the management of the bank in the intervals

between the sittings of the court, but nothing of consequence is

done without the knowledge and concurrence of the court of

directors.

At the weekly meeting of the court of directors there is a

statement read of the actual position of the bank in every

department, of its securities, of its bullion, and of its liabilities.

There is a committee of treasury, who may suggest any measure

they think fit for the consideration of the court. The daily

transactions of the bank are conducted by a committee of three,

assisted by the governor or deputy-governor: no responsible

action is taken by the committee without reference to the

governor. All bills presented for discount are presented before

that daily committee, and they determine upon the bills to be

discounted. The bullion is purchased by the governor, who
considers that he has no power to refuse the issue of notes for

gold bullion brought to him at the bank. The purchasing price

of gold has been fixed at 3Z. 17s. Qd. per ounce. The price of

silver is regulated by the course of the foreign exchanges.

SECTION IV.

THE LONDON BANKERS.

After the establishment of the Bank. of England, the gold-

smiths or " new-fashioned bankers " continued their business in

the same manner as before. In the year 1705 they obtained

greater facilities, from aQ alteration in the laws respecting

promissory notes. It had been held that promissory notes,

whether issued by bankers or others, could not be legally

transferred to a third party, and that no action at law could be

sustained against the issuer, unless brought by the person to

whom the note was originally granted. But, by 3 and 4 Anne,

c. 9, all doubts were removed; and it was enacted, that after

the 1st of May, 1705, all notes in writing made and signed by

any person or persons, bodies politic or corporate, or by the

servant or agent of any corporation, banker, goldsmith, merchant.
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or trader, who is usually entrusted to sign sucli promissory

notes, shall be assignable or endorsable over, in the same

manner as inland bills of exchange.

In the year 1714, the legal interest of money was reduced

from six to five per cent. The reduction of the rate of interest

was probably the effect of the abundance of money produced by

the issue of Bank of England notes, and the increase of deposits

with the private bankers. The various small sums of money

which had remained idle in the hands of individuals were

collected into large deposits in the hands of the bankers. Hence

the supply of capital was increased, and the rate of interest

consequently fell.

About the year 1775, the London bankers who lived in the

city, established what is called " the Clearing House," for the

purpose of facilitating their exchanges with each other. By
this means each banker is enabled to pay the cheques drawn

upon himself by the cheques he holds upon other bankers.

And hence he is not under the necessity of keeping so large an

amount of money unemployed in his till.*

The London banks have long ceased to be banks of circula-

tion : they are now banks of deposit, banks of discount, and

banks of agency to country bankers.

The oldest banking houses in London are Messrs. Child &
Co., of Temple Bar, and Messrs. Hoares, of Fleet Street ; these

were established previous to the Bank of England. The others

are comparatively of recent date. In the year 1810 the number
of banking houses who settled their accounts with each other

at the Clearing-House was forty-six.

SECTION V.

COOTfTEY BANKS.

We have no authentic details of the rise and progress of country
banking. It is generally understood that very few country
banks existed previous to the American war ; that they rapidly
increased after the termination of that war ; that they received
a severe check in the year 1793, when twenty-two became

* A full account of the operation of Clearing, and of the London bankers' system
of book-keeping, will be found in the •' Practical Treatise on Banking."
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bankrupt ; arid that they increased with wonderful rapidity

after the passing of the Bank Eestriction Act.

The country banks are banks of deposit, banks of discount,

and banks of remittance ; many of them are also banks of

circulation.

As banks of deposit, they allow interest upon deposits ; as

banks of discount, they discount for parties who do not keep

with them a current account ; as banks of remittance, they

conduct their business through the agency of the London bank-

ers ; they also receiTO through the London agents the dividends

on the public funds, on account of the stockholders in the

neighbourhood. The holders of stock grant in the first instance

to the London banker a power of attorney to receive th'e

dividends, which, when received, are placed to the credit of the

country banker, by whom they are paid to the holders. This

facility of receiving dividends in all parts of the country, has, no

doubt, induced many persons to become holders of government

securities, and thus the country banks have assisted in support-

ing public credit.

The country banker pays his London agent either by a

lalanee, by a commission, or by an annual fixed amount. In the

case of a balance, the country banker agrees to keep in the

hands of the London banker a certain sum, for which he is to

receive no interest. The amount of this deposit varies, accord-

ing to the extent of the business. If the country banker keeps

less than the stipulated amount, he is charged interest for the

deficiency, as upon an overdrawn account. If he keeps more

than this amount, he is usually allowed interest at a rate per

cent, which is agreed upon by the parties. In the case of a

commission, the country banker pays at the end of each year a

certain rate of commission on the transactions of the year ; the

charge is made upon the amount of the debit side of his account.

Some country bankers, instead of a commission, prefer paying a

fixed sum per annum. In this case the charge does not vary

with the amount of transactions as in the case of commission,

but whether the transactions be great or small the payment

remains the same.

By 3 and 4 William IV. c. 83, passed in 1833, banks issuing

promissory notes are required to make returns to the Stamp

Office of the average amount of notes in circulation in the

quarters ending the first day of January, April, July, and
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October in each year. The quarterly average is to be formed

from the amount in circulation at the end of each week.

In the memorial presented by the committee of country

bankers to Earl Grey and Lord Althorp, June 12, 1833, they

make the following observations upon the circulation of the

country banks :

—

" Your memorialists are prepared to prove that the issues of country-

bankers have less tendency to promote fluctuations in the country than

those of the Bank of England; and that their effect in throwing the

exchanges against the country is comparatively insignificant. The

slightest attention to facts would indicate the truth of these positions.

It has been established by parliamentary evidence that the issues of

country bankers fluctuated much less between the years 1817 and 1826

than those of the Bank of England ; and it is indisputable that adverse

exchanges, which endanger the bank, always succeed great importations

of foreign produce, and that they never can be occasioned by large ex-

portations of domestic productions. Now it is notorious that the circula-

tion of country bankers acts almost exclusively in promoting these

productions : and that, when it is in an extended state, the direct and

proper influence even of an alleged excess of that circulation, would be

to provide the means of paying for the importations of foreign produce

without causing so great an export of gold as to derange and endanger

the monetary system of the country. This is looking at the separate

and distinctive character of the issues of country bankers ; if regarded as

a part of a whole, any excess in which must bear its relative proportion of

effect in producing derangement, that proportion can never exceed one-

tenth ; because, assuming that all paper currency has an equal bearing

upon depreciation and appreciation, the issues of country bankers never

amounted to one-tenth part of that which is used for effecting the

interchanges of commodities and property in the country. All experience

shows that gieat fluctuations have originated in the speculations of

influential merchants, and never originated in the channels to which the

issues of country bankers are confined ; their source is in great mercantile

cities, and they are promoted by the issues of the Bank of England. That
this is the invariable course which fluctuations resulting in excess and

derangement take, is proved by the evidence of Mr. Ward and others,

before the bank charter committee, and is fully explained by the speeches

of the king's ministers in the year 1826. The debts of a few speculative

merchants who tailed in a single year in the town of Liverpool, where

country bankers' notes never circulated, amounted to between seven and

eight millions sterling, and their bills were either lodged in the Bank of

England for loans, or were current in all parts of the country, stimulating

circulation and promoting excess.

" Then, with regard to the alleged tendency of many sources of issue to

promote fluctuation—the rivalry of numerous banks of issue was set up
by the government of 1826 as a principle which insures solidity and
equability to the circulation, ' from the constant exchange of notes between



of Banking. 75

the different banks, by which they become checks upon each other, and
by which any over-issue is subject to immediate observation and detection.'

That was the report of the lords' committee, after full and complete
investigation. The government of 1833 is proceeding with a measure
founded on the principle that rival banks of issue promote fluctuation

;

this, however, is before investigation. Deposits and cash credits were
declared by the witnesses from Scotland to be absolutely dependent on
local bank issues, and the government of 1826 admitted the vahdity of the

plea ; the government of 1833 concludes that the system of deposits and
cash credits may be maintained in England without local issues, but this

conclusion is adopted without any inquiry into the case. It would be

fruitless to dwell on this contradictory conduct in two administrations

professing to be guided, in dealing with the currency, by the same policy.

Admitting that by one source of issue, the actual amount of notes payable

on demand might be kept more equal than by many, it does not follow

that their distribution would not be infinitely more unequal—every man
possessed of practical information who understands the subject knows
that by giving the exclusive circulation of notes to the Bank of England
abundance will be created in the money market, and in the great com-

' mercial emporiums—raising the price of public securities, and stimulating

the produce markets—while unexampled scarcity wiU be the consequence

in the country, producing embarrassment and discontent among the

cultivators of the soil and all who are dependent upon them. Therefore

the real practical point to be determined concerning the tendency of

different issues is, whether 2,000,000Z., or any given sum, laid out in

purchasing French rentes in Paris, and indigo in Calcutta, or in re-

plenishing with stock the exhausted corn and pasture fields of England,

have the most effect in drawing gold out of the country. It is hardly

possible to injagine any measure of greater danger than the projected plan

of government. The present bank directors may be men of unimpeachable

integrity ; but others less scrupulous may succeed them ; and it is within

the range of possibility for a man of influence who had obtained a seat at

their board, to make a speculation by purchasiag iadigo in Calcutta, and

then proceed to stimulate the market for that commodity in London

just before the sale at the East India House, by discounting the bills of

favoured connexions; then, at nearly the same period, he might cause

instructions to be given to the manager of the branch bank in Manchester

to contract the customary and stipulated discounts ; which would have

the effect of depressing the market for cotton twist and piece goods,

wliich are the principal commodities transmitted to India in exchange for

the produce of that country. By this double operation the produce of a

director's capital employed in Hindostan might be temporarily raised in

price in the London market, and the produce of English capital and

labour sunk to favour the interests of one bank director or of several.

The same result might be produced by the importer of Baltic produce

:

indeed, the importation of corn in 1831 probably created that state of

things, which suggested to the government the plan of suppressing all

local issues as the remedy for an alleged evil in the country bank system.

It is hardly necessary to disclaim all personal imputation in this illustra-
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tion. The Chancellor oF the Exchequer has taken the self-interest of

country bankers to be an element of so much danger, from its tendency to

induce them to extend their issues, as to adopt it as a principle in framing

a legislative measure of the most hazardous character. Is the danger of

the operation of the same principle to be disregarded when it might be

exercised, not in a manner where it would be open to 'immediate opera-

tion and correction,' but in secret, where it could not be detected and

challenged ? The history of national banks proves that their funds may
be applied by their directors to far more daring private speculations than

is described by this supposititious case.

" If all bankers should be compelled to supply their customers with the

notes of the Bank of England, a charge of seven per cent, for the interest

of loans to graziers, farmers, and dealers in agricultural produce, would

not remunerate the country bankers so well as four or five per cent, does

now upon the present system. The contemplated change in the usury

laws, which if intended to afford to your memorialists some advantage for

that which it is intended to deprive them, would give them some satis-

factory compensation, because its tendency is to disorder or change that

system upon which loans are made by country bankers with promptitude,

facility, and comparative uniformity and cheapness ; the distinctive •

characteristics of their business are regularity and the absence of ex-

tortionary charges. In the event of the subversion of that system it would
be impossible for a great corporation, forming rules of conduct in London,
and thence directing their application, to appoint agents competent to

conduct the pecuniary affairs of the productive portion of the community.
Those affairs, as far as banks are concerned with them, always demand
peculiar local knowledge, and are in a great measure based on the con-

fidential intercourse of fellowship and neighbourhood ; they frequently

require personal knowledge of the circumstances and character of

individuals, and the closest sympathy with feelings arising from family

difSculties, or family expectations and prospects. The governing prin-

ciples, therefore, [for conducting those important pecuniary affairs are

totally incompatible with any that can govern the conduct of an hired

agent in attempting to conduct the same. From these premises it results

that the free application of labour to land would be prevented, the cost of

cultivation enhanced, markets and the sale of produce impeded, and tho
pursuits of agriculture deeply injured.

" Then with respect to miners and manufacturers, any system which
would bring them into immediate contact with the operation of the bank
for regulating the foreign exchanges, without that protection and defence

from those convulsive changes which the local circulations afford, would
be a system pregnant with indescribable hazard. Many of the bank
directors are connected by friendship or commercial dealings with tlie

great speculators in London and the populous towns, whose transactions

mainly cause excess of circulation and an adverse state of the exchanges.
In this class any contraction of the p aper currency for the rectification of
derangement, upon the present system, acts; but upon the projected
plan, parliamentary evidence, as well as the nature of things, shows that
the contracting force will be put into operation by the branch bank
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managers at a distance from London, and produce confusion in the affairs

of mining and manufacturing industry, and discontent among a dense and
excitable population. It may, under such a state of things, be rationally

apprehended that occasions will arise when workmen will be suddenly

dismissed for the want of the power to pay them their wages, shopkeepers

deprived of their weekly receipts, and the regular custom at markets for

the supply of agricultural produce, impaired."

In reply to a question, " What effect do you suppose that an

increase or decrease of London bank notes has upon the issues

of country bankers ?" J. H. Palmer, Esq., replied :

—

" A material increase of the bank in London tends, in the first instance,

to reduce the value of money, and, consequently, the rate of interest, upon
all negotiable securities. That abundance of money renders it diflcult for

the country bankers to find beneficial investment for that part of the

country money sent up to the capital for employment, consequently

they are forced to resort to their immediate neighbourhoods for new
channels for investing their surplus money; and which tends to create

additional issues in the country at an early period after the London
increase has taken place. But it does not follow that a diminution of

issues has an equally rapid effect in reducing the issues of the interior."

SECTION VI.

JOINT-STOCK BANKS.

In the year 1708, a clause was inserted in the charter of the

Bank of England, prohibiting the establishment of any other

bank having more than six partners. This clause prevented the

formation of any other joint-stock bank ; and, as the increasing

wealth and commerce of the nation occasioned a demand for

banks, a great number, each having no more than six partners,

rose into existence, as they were successively required by the

wants of the country. The charter of the Bank of England had

no reference to Scotland, which, at the period of the grant of the

charter, was a separate kingdom. Hence, withtheincreasing wealth

of Scotland, joint-stock banking companies were formed ; and at

present they conduct nearly the whole of the banking business

of that country. But with every renewal of the charter of the

Bank of England, this clause was retained, and hence has arisen

the difference which subsists between the Scotch and the English

systems of banking. In the year 1826, an Act of Parliament

was passed to permit the formation of banks having more than
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six partners, at a greater distance than sixty-five miles from

London; with a provision, however, that such banks should

not make their notes payable in London, nor draw bills upon

London for a less amount than 50Z. By an Act passed in 1833,

these banks have the privilege of drawing bills on their London

agents, either on demand or otherwise, and for sums less than

50Z.

The advocates of joint-stock banks allege that they possess

the following advantages over private banks :

—

1. Joint-stock banks possess greater security than private

banks.

Security is of the first importance to a bank. One branch of

the business of a banker is to take charge of money committed

to his care. But who will entrust money to a banker who is not

known to be, or, at least, supposed to be rich ? And if a banker

be rich, but afterwards, by mismanagement or misfortune, be-

come poor, and fail, what dreadful misery is inflicted upon those

who have money in his hands. How many respectable indivi-

duals may be suddenly bereft of their whole dependence. How
many industrious tradesmen may become bankrupts. What
distrust, what inconvenience, what interruption of business is

occasioned, even to those who can bear the loss. But by a

joint-stock bank all these evils are avoided. Another branch of

the business of a bank is to remit money from one part of the

country to another ; but who will trust them with money to

remit when they may fail before they have executed their trust ?

Banks, too, issue their own notes, and thus supply the circulating

medium of the country. Here wealth and security are more

necessary than ever. In the former cases, the creditors of the

banker may ha,ve had some opportunity of judging of his safety,

and would probably make previous inquiries upon the subject.

But when the notes of a banker have become the circulating

medium of a neighbourhood, they are readily taken without any

inquiries about his solvency. And, indeed, in some cases, if the

notes were suspected, they could not be refused. If a trades-

man will not deliver goods to his customers for such notes as

they offer him, they will take the notes to some other tradesman.

Men who receive wages must receive them in such notes as the

master chooses to pay. Since then, each banker supplies the

circulating medium of a large district, and the notes are thus

circulated among all classes, some of whom have not the option
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of refusing tliem, nor the ability to judge of their value, it is of

the utmost importance that banks should be established on those

principles which will prevent their failure.

That a bank having a great number of partners should be

more secure than a bank consisting of only a few partners, seems

a very obvious proposition ; and it has received abundant con-

firmation from the numerous failures that have occurred among
the bankers in England, and the few failures that have occurred in

Scotland. This is a fact that demonstrates the superior security

of joint-stock banks. If a baak of this kind has a charter, it

must previously possess a large fund, which forms a guarantee

for the punctual payment of its notes or deposits. If the bank
have no charter, then every individual shareholder is answerable

for all the debts of the bank to the whole extent of his property,

as fully as though he had incurred those debts himself. In

either case the security is greater than can be offered by any

one individual, or by any four or five individuals, however re-

spectable they may be.

2. A joint-stock bank is less liable to runs.

A run is a sudden and general demand for the payment of

notes or deposits. It is not sufficient that a banker be safe:

it is also necessary that he should be believed to be safe. He
derives the larger portion of his gains from the confidence which

is placed in him by others. Confidence is money. However

wealthy or respectable a banker may be, he may not always be

believed to be so. The misfortunes of others may cause him to

be suspected. But no banker has always in his coffers all the

sums necessary to pay all the claims that may be made upon

him. If he were to do this, from what quarter would he obtain

his profits ? What, then, is he to do in case of a run ? He
must at all events obtain money to meet the demands made
upon him ; for if he once suspend his payments, all his credit is

destroyed, and his business is broken up. Hence he may be

compelled to borrow money at a high rate of interest, or to sell

stock or estates below their value, and to incur great expense,

in order that the money may arrive in time to meet the demand.

But the effects of a run are not confined to the banker himself.

One run is over, but another may come. He will be anxious

to be better provided next time. He will be more cautious.

He will call in the money he has lent. He will lend no more.

He will discount fewer bills. Those tradesmen and others who
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have been accustomed to obtain from the banker facilities for

carrying on their business, can obtain them no longer. Some
have depended on these facilities, and will now fail ; others will

circumscribe their business; labourers will be thrown out of

work, and trade will be obstructed and depressed.

Such are the effects of a run when the banker is solvent,

and the run is met with promptitude. But the banker may be

good, and yet the run may cause him to stop payment. In this

case, though the banker may ultimately pay the whole of his

debts, yet this stoppage wiU produce for a while the same effects

as though he were insolvent. But it is possible that he might

have been solvent before the run, and have been rendered

insolvent by the run. The sacriiices he may have been com-

pelled to make for the purpose of raising the moiiey in time to

meet the demand, may have absorbed the whole of his property.

Now, what is it that causes a run ? It is merely an appre-

hension that the banker cannot discharge the whole of his obli-

gations, and hence each creditor tries to be first, that he may
secure the full amount of his own claim. But no apprehension

of this kind can exist in reference to a joint-stock bank. Every-

body knows that all the partners are liable for the debts of the

bank to the full extent of their property ; and each -creditor

feeling assured that even should the bank fail his property is

secure, abstains from engaging in a run whereby he can gain no

advantage.

3. Another advantage which joint-stock banks are alleged to

possess, consists in the prudence of their management.

A joint-stock bank is managed by a board of directors, men of

character and ability, who are chosen to fill the ofiice from their

superior knowledge of mercantile and banking business. The
united knowledge and wisdom of a number of individuals must

be greater than that of two or three individuals. They are not so

liable to be imposed upon by false representations, to be deluded

by false reasonings, or to be biassed by personal attachments.

As among many persons there is sure to be a difference of

opinion on almost every question brought before them, it is cer-

tain that no measure will be adopted without having first re-

ceived a full discussion.

On the other hand, the management of a private bank is too

frequently intrusted to one or two of the partners; men who
cannot be expected to act with the caution and prudence of an
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elected body, answerable foi\their conduct to the great body of

proprietors; men, too, who have their prejudices to indulge,

their friends to please, and their partialities to gratify. Not so

with the directors of a joint-stock bank, where the follies of an

individual would be checked, and his deficiencies supplied by his

colleagues. It often happens, too, that the partners of a private

bank are engaged in some branch of manufactures or commerce

;

and in this case the bank will be made subordinate to the

trading concern. The banking merchant or manufacturer will

extend his business, or engage in speculation, under the con-

sciousness of being able to make good his purchases. The
trading concern will have an account at the bank, and will

always be overdrawn. The money which ought to be employed

by the bank in discounting bills for their customers, will be ab-

sorbed by the trade of the partners. If the trading concern

fails, the bank too must fail : the one involves the ruin of the

other. Perhaps, indeed, the bank, by supplying money in the

first instance for the parties to speculate with, may have been

the cause of the ruin. Even when the partners of a private

bank are not themselves engaged in any other employment, the

bank often becomes connected with some large manufacturing

or commercial establishments. Such establishments are useful

to the bank, by enabling them to circulate a considerable amount

of their notes. Hence the bank is induced to make large ad-

vances to them. Afterwards a further advance is necessary.

A run upon the bank compels them to call in the money they

have advanced. The money cannot suddenly be replaced.

Hence all the parties become bankrupts. From all these evils

joint-stock banks are alleged to be free.

Whatever the opinion, whether for or against, that may be

entertained respecting joint-stock banks, the fact is undeniable

that competition is, in most cases, good for the public. And

hence, perhaps, the best system of banking is, when private

banks and joint-stock banks are intermingled with each other.

The rivalry of the private banks may induce the public banks

to act with promptness and liberality : while the rivalry of the

public banks may induce the private banks to guard against any

measure that might shake their credit, and tend to weaken

the public confidence in their stability.
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SECTION VII.

BKANCH BANKS.

The establishment of branch banks may be considered as the

effect of the formation of joint-stock banks. A bank consisting

of only six partners is seldom sufficiently well known over a

great extent of country, to be able to open many branches.

The credit of such a bank would be liable to be shaken at one

or other of its branches, and this might throw a suspicion on the

whole establishment. But a joint-stock bank, possessing un-

doubted credit, may extend its branches with confidence where-

ever adequate business can be obtained. The comparative

merits of an independent private bank, and a branch of a joint-

stock bank, and the effects they are adapted to produce in any

town in which they may be introduced, form a useful subject of

inquiry.

In the first place, the branch bank may be supposed to possess

greater security. The branch, however small, would possess all

the security that belonged to the whole establishment. The
notes issued at the branch would be as valid as notes issued at

the head office ; and deposits made at the branch would be

recoverable from all the partners in the whole bank. In case

a run were upon even the smallest branch, the directors would

be as anxious to meet the demand as though the run were

directed against the largest. A small private bank, on the

other hand, would have its only resource within itself. Its own
capital would form its only guarantee ; and, in case of a sudden

demand, it must expect but little assistance from its neighbours.

Secondly, A branch bank would command the use of greater

capital.

Every joint-stock bank would call upon its shareholders for a

supply of capital equal to the carrying on of the business. This

capital would be kept in a disposable form, and, not like the

capital of some private banks, locked up in loans upon incon-

vertible security. The confidence the bank possessed would

create more banking capital, by attracting deposits and facili-

tating the issue of notes. Some banks create more capital than

they can employ ; such is the case when the amount of notes

and deposits is greater than that of tlje loans and discounts.



of Banking. 83

Others employ more than their banking capital. And some
banks employ more at one season of the year, and less at

another. In such cases a branch bank would be fed with

capital from the parent bank, as its wants might demand. If it

yielded more capital than it required, the parent bank would

employ it elsewhere. If it wanted capital the parent bank

would grant an ample supply. But in these cases a private

bank would be troubled with an excess of capital which it might

not be able to employ advantageously for a short period, or it

might be distressed to raise capital- to meet the wants of its

customers.

Thirdly, A branch bank would probably do business with the

public on lower terms.

A bank having many branches usually charges the same rate

of interest at all the branches. The Bank of England discounts-

at all its branches on the same terms as in London. This

cheapness of discount occasioned a great reduction of profits to

the private bankers. A branch bank, too, conducted on the

principle of allowing interest on deposits, will probably allow

a higher rate, because the money can always be employed at

some one or other of the branches, and it will return the de-

posits at a shorter notice, because the funds of the whole bank

are ready to meet the call. In the transmission of money,

a system of branch banks has a decided advantage, because the

branches draw direct upon each other, and discount bills, pay-

able at all the branches respectively. In a system of independent

banks the transmission of money from one to another is usually

effected by a bill on London ; and bills drawn by one town on

another are obliged to be made payable in London.

Branch banks are enabled to charge less than private bankers,

from their expenses and their expected profits being less. If a

country bank, having many branches, employs a London agent,

the charge for agency will be much less than though the

branches were all independent banks. A branch bank is not

under the necessity of keeping in its coffers so large a stock of

gold as though it were an independent bank, because, in case of

emergency, it is sure of obtaining supplies. The rate of profit,

too, expected from a branch bank is much less than would be

expected by a private banker. A banking company would be

induced to establish a branch, could they be assured of obtain-

ing a clear profit ot one or two per cent, on their capital above

G 2
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tte market rate of interest. But a private banker, who may be

supposed already a wealthy man, would not consider that amount

a sufficient remuneration for his own trouble and superinten-

dence. Hence, his charges must be higher, to meet this in-

creased rate of profit. Were the profits of a private banker, in

proportion to the amount of capital employed, to be reduced to

the average rate of profit of joint-stock banks, he would very

soon think of retiring from business.

A branch bank may thus be established in a place where a

private bank could not exist. It may also be opened in places

not sufficiently wealthy to furnish capital for a joint-stock bank,

and, where the people have no banking facilities'; branches

being opened in such places, prevent the formation of banks

with insufficient capital. For, to be without a bank is felt to be

so great an inconvenience that, if a good bank cannot be

obtained, a bad one wiU, for a while, be supported. Hence,

shopkeepers and others have become bankers ; and, having but

a small capital, and being unacquainted with their business,

they have, ultimately, involved themselves and others in

irretrievable ruin.

I have hitherto only compared a branch bank with an

independent private bank. I will now compare it with an

independent joint-stock bank. Several of the advantages

already specified will apply as justly in this case as in the other.

The branch may in this case also be supplied with a greater

amount of capital if it could be profitably employed, or it may
have better means of disposing of its surplus capital. The
charges of the branch, especially for the transmission of money
by letters of credit, or by discounting bills, may also be less at

the branch. In point of security, the two banks may be con-

sidered as on an equality ; though, perhaps, in some cases, the

advantage may be in favour of the branch.

The expense of managing a branch must be less than that of

managing an independent bank, as a less number of directors

would be necessary. The directors or managers of a branch,

too, acting under the direction of a superior board, are less

liable to be involved by indiscreet advances of loans from per-

sonal friendship or imperfect information.
,
The transactions are

more thoroughly sifted, and no important measure adopted
without full discussion. The very circumstance of being

accountable to a superior board would render the agents at the
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branch more scrupulous and cautious than they might otherwise

be. And the periodical returns made to the head office would
constantly bring all the business of the branch under the notice

of experienced and unbiassed inspectors.

There are, however, some disadvantages attending a branch

bank. As a branch bank is a mere colony, the agents must be
directed by the commands they receive from the seat of govern-

ment. And the branch may be directed, in some cases, to adopt

measures more adapted to promote the welfare of the whole

establishment than to advance the interest of that particular

branch. The Bank of England, for instance, may engage to lend,

on advantageous terms, a certain sum of money to the govern-

ment: and, for the purpose of raising this money, they may
direct their agents at the branches to limit their discounts. As
it is the duty of the directors to consult the interest of the whole

establishment, they might consider themselves justified, as

commercial men, in adopting this line of conduct. At the same

time, it would be a great inconvenience to the persons resident

at the places where the branches are established to be deprived

of their usual discounts.

Another possible inconvenience to a branch arises from the

circumstance, that most cases of importance are necessarily

referred for the consideration of the head office ; not that these

cases are more difficult than ordinary cases, but because they are

deviations from the usual course of business, or they belong to a

class of transactions which is reserved for the decision of the

highest authority. Hence, persons who have dealings with the

branch may be obliged to wait the return of post, or a still longer

term, before they can obtain answers to important inquiries.

This inconvenience may, however, be largely diminished by giving

to the managers or agents a high degree of discretionary power,

reserving as few cases as possible for the decision of the board

of directors, and by recourse to the telegraph.

The respective claims of these three different kinds of banks

as far as regards any particular place, must depend on local

circumstances. It is easy to imagine cases wherein a private

bank of undoubted wealth and judicious management is superior

to either a branch bank or an independent joint-stock bank.

But private banks depend entirely upon the persons by whom

they are managed. And these persons, whatever other endow-

ments they may possess, are not endowed with immortality, nor
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with the power of bequeathing their good qualities to their suc-

cessors. Leaving private banks out of the question, a branch

bank seems best adapted for a small town : and an independent

joint-stock bank for a large one. When banking is left perfectly

free, the natural force of competition will soon enable each town

to provide itself with that kind of bank which is best adapted

to its own wants and circumstances.

The Bank of England has several branches. The business of

the branches consists in discounting bills ; in receiving deposits

;

in issuing bills on the London bank, at seven, fourteen, and any-

greater number of days after date ; and in the transmission of

money to and from London. Each branch issues its own notes,

which are payable at the place of issue, and in London. TJje rate

of discount is the same as in London ; no interest is allowed on

deposits; no charge is made for a fourteen day bill on the

parent establishment : but if money be lodged at the branch, to

be received the following day in London, or lodged in London,

to be received at the branch, a charge is made for commission.

The charge to parties who have accounts at a branch, or in

London, is at a reduced rate.

SECTION VIIL

BANKS OF DEPOSIT.

Banking is a kind of trade carried on for the purpose of getting

money. The trade of a banker differs from other trades, inas-

much as it is carried on chiefly with the money of other people.

The trading capital of a bank may be divided into two parts

:

the invested capital, and the banking capital. The invested

capital is the money paid down by the partners for the purpose

of carrying on the business. This may be called the real capital.

The banking capital is that portion of capital which is created

by the bank itself in the course of its business, and may be
called the borrowed capital.

There are three ways of raising a banking or borrowed capital.

First, by receiving deposits ; secondly, by the issuing of notes

;

thirdly, by the drawing of bills. If a person will lend me lOOZ.

for nothing, and I lend that lOOZ. to another person at four per
cent, interest, then, in the course of a year, I shall gain 4Z. by
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the transaction. Again, if a person will take my " promise to

pay," and bring it back to me at the end of the year, and pay
me four per cent, for it, just the same as though I had lent him
100 sovereigns, then I shall gain 4Z. by that transaction ; and
again, if a person in a country town brings me lOOZ. on condition

that, twenty-one days afterwards, I shall pay the same amount

to a person in London, then whatever interest I can make of

the money during the twenty-one days, will be my profit. This

is a fair representation of the operations of banking, and of the

way in which a banking capital is created by means of deposits,

notes, and bills.

The profits of a banker are generally in proportion to the

amount of his banking or borrowed capital. If a banker employ

only his real or invested capital, it is impossible he should ever,

in the ordinary course of business, make any profits. Bankers

can seldom attain more upon their advances than the market-

rate of interest ; and that may be obtained upon real capital,

without the expense of maintaining a banking establishment.

If, after deducting the expenses, the profits amount to nothing

more than the market-rate of interest upon the invested capital,

the bank may be considered to have made no profits at all. The

partners have received no higher dividend upon the capital

invested in the bank than they would have received if the same

money had been laid out in government securities. To ascertain

the real profit of a bank, the interest upon the invested capital

should be deducted from the gross profit, and what remains is

the banking profit.

A bank that receives lodgments of money, is called a bank of

deposit. A bank that issues notes, is called a bank of circulation.

Each bank attempts to procure a banking capital, but by dif-

ferent means. When a bank of deposit is opened, all the people

in the district, who have money lying idle in their hands, will

place the money in the bank. This will be done by the

merchants and tradesmen, who are in the habit of keeping by

them a sufScient sum of money to answer daily demands ; by

the gentry, and others out of business, who receive their rents,

dividends, or other moneys, periodically, and disburse them as

they have occasion. The various small sums of money which

were lying unproductive in the hands of numerous individuals,

will thus be collected into one sum in the hands of the banker.

The banker will retain a part of this sum in his till, to answer
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the cheques the depositors may draw upon him ; and with the

other part he will discount bills, or otherwise employ it in his

business. But if, instead of a bank of deposit, a bank of circula-

tion only be established, then the several small sums of money

will remain unproductive as before in the hands of various indi-

viduals ; and the banker, in discounting bills, will issue his own

promissory notes.

Now, it is obvious that these two kinds of banking are

adapted to produce precisely the same effects. In each case a

banking capital is created, and each capital is employed ia

precisely the same way; namely, in the discounting of bills.

To the parties who have their bills discounted, it matters not

from what source the capital is raised,—the advantage is the

same to them,—the mode in which they employ the money is

the same,—and the effects upon trade and commerce will be

the same. Let us suppose that in each case the banking capital

created is 50,OOOZ. Now, the bank of circulation will have

increased the amount of money in the country by 50,000?.

The bank of deposit will not have increased at all the amount

of money in the country, but it will have put into motion

50,000Z. that would otherwise have been idle. Here, then, is a

proof, that to give increased rapidity to the circulation of money,

has precisely the same effects as to increase the amount. Here,

too, is a proof of the ignorance of banking, on the part of those

writers who consider that the banks which issue notes are

the sole cause of high prices, over-trading, and speculation;

whereas it is obvious, that if those effects are to be attributed to

banking at all, they may as fairly be ascribed to banks of

deposit as to banks of circulation.

Even those bankers who do not issue notes, create a banking

capital by the discounting of bills. They render their discounts

subservient to the increase of their deposits. The London
bankers will not discount except for those persons who have

deposit accounts with them. A party who has had bills

discounted, and has paid interest on the whole amount, must
leave some portion of that amount in the hands of the banker
without interest. By this means the banker obtains more than

the current rate of interest on the money actually advanced, and
raises a banking capital to the amount of the balance left in his

hands. " A good accoimt," in the language of the London
bankers, is an account on which there is a large deposit—a bad
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account is that on which the sum deposited is small. A person
who keeps a good account may have his bills discounted readily,

but a person who keeps a bad account will have his bills more
severely scrutinized. The depositors are aware of this; and
therefore they endeavour to keep a fair account with the banker,

that they may at all times be able to obtain such accommoda-
tion in the way of discounts as they may require. This mode of

raising a banking capital by means of discounts, without allow-

ing interest on the deposits, appears to be less advantageous to

the borrower than by means of notes. In the one case, the bor-

rower has to lodge some portion of his money in the hands of

the banker, but in the other case he has only to take the

banker's notes, which are probably as serviceable to him as gold.

Hence, such banks appear adapted for the service of the rich

rather than the poor—a young tradesman who is commencing
business with a slender capital, will hardly find it worth his

while to open an account at a banker's imless he has always by
him a certain portion of his capital, which he is obliged to

keep unemployed.

The London private bankers usually grant no interest for

money placed in their hands, nor charge any commission upon

the amount of the transactions. Their customers pay them for

the trouble of conducting their accounts by keeping a certain

balance to their credit. The amount of the balance is never

definitely fixed, but is regulated very much by the good sense

and proper feeling of the parties. The number of cheques a

party draws—the degree of accommodation he receives by
discount or otherwise, these and other circumstances are taken

into consideration ; and though the amount of the balance is

not expressly stipulated, yet few people of business habits are

at a loss to judge whether the average balance of their account

throughout the year is sufficient to remunerate the banker.

By the Scotch banks, deposit accounts are divided into two

classes—"accounts current," and "deposit receipts;" the

" accounts current " are similar to the " current accounts " kept

by merchants, traders, and others in the English banks. The

party pays his money into the bank, and makes all his payments

by cheques upon the bank. The deposit receipts are similar to

what the English bankers call " dead accounts." The depositor

pays his money into the bank, and there it lies " dead " until he

has occasion for it, and then he produces his receipt and with-
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draws the whole amount, or takes a new receipt for any part he

wishes to leave. The deposit receipts are chiefly for the use of

those who lodge their money in the bank merely for the purpose

of security and interest. The accounts current are for those

who, in addition to security and interest, wish to make use of

the bank as a means of facilitating their pecuniary transactions.

As far as regards the circuktion of the bankers' notes, each kind

of account has the same effect ; but as the operations on the

current accounts are more frequent, they put into circulation a

larger amount

When a banker's own notes are lodged on a deposit account,

they do not diminish the amount of his banking capital. The

banking capital raised by his notes is diminished, but that

raised by his deposits is in the same proportion increased. If,

however, the interest he allows upon the deposits is greater than

the expense of the wear and tear of his notes, then will his

banking capital be diminished in the more profitable, and

increased in a less profitable direction. But when a deposit

consists of notes of other banks, his banking capital is increased

by that amount. Hence, if a banker could know that all the

money deposited in his hands would consist chiefly of his own

notes, it might not be for his advantage to allow any interest

on deposits. It would be better for him that his notes should

remain in circulation.

It will be observed that the amount of notes issued on deposit

accounts, depends not on the banker but upon the depositors.

They lodge money in his bank, and draw it out when they

please. The deposit system, therefore, cannot place in circula-

tion any additional amount of money. Tlie depositors cannot

draw out of the bank more money than they had deposited.

After the deposits are made, the amount of money in existence

is precisely the same as before. The only difference is, that what

was previously in the hands of many individuals, is now in the

hands of the banker—and until he has made use of this money
in the way of discounts or loans, or in some other mode, no effect

whatever can be produced upon the trade and commerce of the

district. All the advantage the people of the neighbourhood

obtain by the deposit system, considered by itself, consists in

having a place of security in which they may lodge their money
—in receiving interest for the sums thus deposited—and in the

saving of time and trouble in effecting their pecuniary transac-
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tions. But although the deposit system does not affect the

amount of the currency, it changes its character. As the lodg-

ments will be made in the previously existing currency—whether

gold, or silver, or notes of other banks—and all the issues will

be in the banker's own notes—the effect will be, tbat in course

of time all the previous currency will have passed into the bank,

and all the existing currency will consist exclusively of the

banker's own notes—and the more frequent and heavy are the

operations on the deposit accounts, the more rapidly will this

effect be produced.

Banks of deposit serve to economize the use of the circulating

medium. This is done upon the principle of transfer. The
principle of transfer was one of the first whi-ch was brought into

operation in modern banking. The bank of Amsterdam was

founded upon this principle. Any person who chose, might

lodge money in the bank, and might then transfer it from his

own name to that of another person. All foreign bills of

exchange were required, by law, to be paid by such transfers.

Although the money might at any time be drawn out, either by

the original depositor or by the party into whose name it had

been transferred, yet, in fact, this was seldom done, because the

bank money was more valuable than the money in common use,

and consequently bore a premium in the market. The transfer

of lodgments is extensively practised in our own times. If two

persons, who have an account in the same bank, have business

transactions with each other, the debtor will pay the creditor by

a cheque upon the bank. The creditor will have this cheque

placed to his credit. The amount of money in the bank remains

the same, but a certain portion is transferred into a different

name in the banker's books. The cheque given by the debtor is

an authority from the debtor to the banker to make this transfer.

Here the payment between the creditor and debtor is made
without any employment of money. No money passes from

one to the other: no money is paid out or received by the

banker. Thus it is that banks of deposit economize the use of

the circulating medium, and enable a large amount of transac-

tions to be settled with a small amount of money. The money

thus liberated, is employed by the banker in making advances,

by discount or otherwise, to his customers. Hence the principle

of transfer gives additional efSciency to the deposit system, and

increases the productive capital of the country. It matters not
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whether the two parties who have dealings with each other,

keep their accounts with the same banker or with different

bankers ; for, as the bankers exchange their cheques with each

other at the clearing-house, the effect, as regards the public, is

the same. The deposit system might thus, by means of

transfers, be carried to such an extent as wholly to supersede

the use of a metallic currency. Were every man to keep a

deposit account at a bank, and make all his payments by

cheques, money might be superseded, and cheques become the

sole circulating medium. In this case, however, it must be

supposed that the banker has the money in his hands, or the

cheques would have no value.

Since 1825, the following facilities have been granted by the

Bank of England to those who have deposit accounts ; or, as they

are called, " drawing accounts " at the bank :

—

1. The bank receives dividends, by power of attorney, for all persons

having drawing accounts at the bank.

2. Dividend warrants are received at the drawing office for ditto.

3. Exchequer bills and other securities are received for ditto—the bills

exchanged, the interest received, and the amount carried to their respective

accounts.

4. Cheques may be drawn for SI. and upwards, instead of lOZ. as

heretofore.

5. Cash boxes taken in, contents unknown, for such parties as keep

accounts at the bank.

6. Bank notes are paid at the counter, instead of drawing tickets for

them on the pay clerks as heretofore.

7. Cheques on city bankers, paid in by three o'clock, are received and

passed to account the same evening.

8. Dividend warrants taken in at the drawing office until four in the

afternoon, instead of till three as heretofore.

9. Credits paid into account are received without the bank book, and

are afterwards entered therein without the party claiming them.

10. Bills of exchange, payable at the bank, are paid with or without

advice ; heretofore with advice only.

11. Notes of country bankers, payable in London, are sent out the same

day for payment.

12. Cheques are given out in books, and not iu sheets as heretofore.
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SECTION IX.

BANKS OF EBMITTANCE.

In the infancy of commerce, all trade was carried on with ready

money. Before good roads are formed, and posts are established,

trade between distant places is carried on by merchants, who
associate together in considerable numbers, and meet at fixed

times at particular places, whence they commence their journey

to the country with which they intend to trafSc. When arrived

at the place where the market is held, they dispose of their

goods for ready money ; they then lay out their money in the

purchase of other goods, with which they return. Such was the

practice with the merchants of the East, who formed the

immense caravans that formerly traded between Europe and
India ; and such is the practice of similar caravans that now
trade between Egypt and Mecca. In such cases all the trans-

actions are carried on with ready money. The bankers, if such

they may be called, are mere money cliangers, who exchange

the money of the country in which they live, for the money of

other countries.

The labour of carrying money from one country to another

was considerably diminished by the invention of bills of ex-

change ; but the same mode of remittance was continued even

in England, until a very recent period, with regard to the trans-

mission of money through the provinces. When a country is

considerably improved, good roads are established, and places

hitherto obscure become seats of manufacturing, and agricultural

industry; an interchange of commodities will take place

between the provinces ; the produce of one district will be

transported to another, hence will arise the necessity of having

some means of transmitting money in payment of these re-

spective commodities, and banks will consequently be established.

It is not the banks that give rise to the trade, it is the trade

that gives rise to the banks : though, after the trade is

established, the introduction of a bank extends the trade.

The most effectual means of transmitting money throughout

a country is by an extensive establishment of banks ; banks

transmit money by means of their agencies, by means of their

branches, and by means of the circulation of notes.
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First.—Banks transmit money by means of their agencies.

This is the way in which it is carried on by the coimtry

bankers. Each country banker employs a London agent to pay

his notes or bills, and to make payments in London ; and, on

the other hand, to receive sums that may be lodged by parties

residing in London for tlie use of parties residing in the country.

As each country bank is thus connected with London, it is

virtually connected with all the other banks in the country ; as

far, at least," as concerns the transmission of money.

Money is remitted from London to a country town, by being

paid into a London bank, to the credit of the country bank, for

the use of the party who resides in the country. Money is

remitted from a country town to London, by being paid into a

country bank, to the credit of their London agents, for the use of

the party who resides in London, or by remitting to the party a

bill drawn by the country upon the London bank. Money is

remitted from one country town to another by paying the

money into the country bank, to be paid by their London agents

to the London agent of the country bank established in the

town to which the money is to be remitted, or by sending direct

to the party a bill drawn by the country upon the London

bank, which bill will be discounted by the bank established in

the place to which the bill is sent.

Secondly.—Banks remit money from One place to another by

means of their branches. Money is received at the head office

for the credit of any branch ; and money is received at each of

the branches for the credit of the head office ; and letters of

credit are also granted at every branch upon all the other

branches. The Bank of England transmits money from London
to a branch ; and, vice versa, for only the charge of postage. The
branches also draw bills upon the parent establishment at

fourteen days' date, without any charge.

Thirdly.—Banks remit money from one place to another by
means of their circulation. Every bank of circulation will

necessarily become a bank of remittance, whether it carry on

the remitting of money as a branch of business or not. Some
of the notes which are issued, will be sent as payments from

one place to another. This will be more frequently the case if

the notes are payable at any place besides the place of issue, or

if the bank that issues them has credit over a great extent of

country : thus, Bank of England notes serve the purpose of
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remittance all over the kingdom. They are usually cut in

halves and sent by post, one half being retained till the receipt

of the first is acknowledged. The issue of bank post bills,

payable seven days after sight, and granted in favour of the

party to whom the payment is made, has still farther increased

the efficiency of the Bank of England as a bank of remittance.

The extent of the remittance of any place must depend in a

great degree upon its trade—that is, upon its exports and its

imports. Money must be sent from a place to pay for its

imports, and money must be received in exchange for exports.

Both these branches of remittance, as far as regards provincial

towns, are effected through the banks. Exporters and importers,

residing in a city or town, do not meet together, like the

merchants engaged in foreign trade, and traffic from their bills,

but both parties go to the bank. The exporter draws bills,

which he discounts with the bank ; the importer obtains from

the bank bills or letters of credit, which he remits in payment
of his imports. The amount of this kind of business must, of

course, depend upon the amount of the trade. Where the

imports are great, there will be demand for bills, or other

modes of remittance, upon the banker. When the exports are

great, bills will be brought to him for discount, or lodgments

wiU be made to his credit at his agents. By comparing the

Slims which are thus transmitted in difierent directions, a

banker can, merely by a reference to his own books, ascertain

the balance of trade between the place in which he resides, and

any other place with which it may have commercial inter-

course. If he finds his exchanges with the neighbouring

bankers are unfavourable, he may infer that the balance of

trade is against the place in which his bank is established. And
if, on the other hand, the exchanges are in his favour, he may
infer the balance of trade is favourable. It will generally be

found, that the trade between seaport and inland towns is

always in favour of the former. Manufacturing towns and

large cities have usually the balance in their favour. It may
be observed, however, that the balance of remittances will not

always show the balance of trade. With regard to places of

fashionable resort for instance, there must be a great consump-

tion of commodities imported from other places, and at the

same time there is no commodity exported,—here the balance of

trade is unfavourable : at the same time there must be great
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remittances, in money, to the parties residing there, to enable

them to pay for the commodities they consume. Thus, too,

when large sums are remitted from England to absentee land-

lords, or as loans to foreign powers, the balance of remittance

may be against England, while the balance of trade may be in

her favour.

The remitting of money to London by a country bank,

diminishes the currency to that amount in the place where the

bank is established. If a person at Birmingham takes one

hundred sovereigns to the branch of the Bank of England, and

obtains a bill at fourteen days on the parent establishment

in London, then there is a banking capital created for four-

teen days. If, when the bill becomes due, the Bank of England

pay the bill in gold, the banking capital is destroyed. The

currency of Birmingham is now one hundred sovereigns less,

and that of London is one hundred sovereigns more. During

the existence of the bill there were one hundred sovereigns less

in circulation, and these one hundred sovereigns were repre-

sented by the bill. Some country bankers, instead of drawing

bills upon their London agents, reissue the bills they have dis-

counted. By this means the banker saves the expense of

remitting the discounted bill to London, and the person taking

it saves the expense of the stamp for a new bill.

Banks of remittance encourage the trade of a district in two

ways : First, by diminishing the prices of commodities. The
facility of conveying money has the same effect upon trade as

a facility of conveying commodities. The opening of good

roads diminishes the expense of the conveyance of goods. This

cheapness in the conveyance causes the commodities to be sold

at a lower price. As the imports into the town are sold at a

cheaper rate, and the exports are also sold at a lower price at

the place of consumption, the increased cheapness in both cases

increases the demand, and hence trade is advanced. The
cheapness of conveying money operates in the same way as

cheapness in the conveyance of goods. After the goods are

sold, the money must be transmitted. The expense of re-

mitting the money, like the expense of conveying the goods,

must be regarded as an item in the cost of production, and be

taken into account in fixing the price at which the goods must
be sold. Banks remit money at a less expense than it can be

remitted in any other way. Hence the merchants are enabled
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to sell their naerchandise at a lower price, and thereby

consumption is increased and trade is extended.

The second way in, which banks of remittance promote trade,

is by enabling capital to revolve more rapidly. They cause

money to be remitted in a shorter space of time. For instance,

—an Irish butter merchant may purchase of a farmer a quantity

of butter, and ship it for London. He may, on the same day,

draw a bill for the value of the butter, and have it discounted

at the bank. With this money he may purchase a further

quantity of butter, against which he may draw another bill,

and have it discounted. Tliis operation, if he be in good credit,

may be repeated as often as he pleases. Now, if there be no

bank in the district, he could not get the money for the first

shipment of butter until the return of post from London, and
then he would receive large Bank of England notes, which he

might not easily be able to get changed. During this interval

he can make no purchases for want of money, and the farmer

has no sale for his butter. Thus the banks enable the merchants'

capital to revolve several times more rapidly than it could

otherwise do. To increase the rapidity of the returns of capital

has the same effect as to increase its amount. If any given

amount of capital, that now revolves once in a year, be made to

revolve twice in a year, it will have the same effect upon trade

as if the amount of capital were doubled, and its progress

remained the same.

Banks of dejposit encourage the trade and wealth of a district

by collecting together the various small amounts of money that

previously lay idle in the hands of the depositors, and employing

this sum in advances, by way of loan or discount, to the pro-

ductive classes of the community. The commodities thus pro-

duced are remitted to a distant place for sale. But in the

interval, between the transmission of the goods and the return

of the money for which they may be sold, the manufacturer is

deprived of the use of this amount of capital. Banks of

remittance guard against this inconvenience, and advance im-

mediately to the manufacturer the value of the goods, by

discounting his bill upon the party to whom they are consigned.

By this means he has all the advp,ntage to be gained from the

higher prices of a distant sale, in connexion with that prompt

payment he would obtain from a home market. Thus it is,

that while banks of deposit enable the capital of any district to
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revolve more rapidly within the district, banks of remittance

enable it to revolve more rapidly with reference to other

places. Both produce the same effect as that positive increase

of capital which is introduced by banks of circulation.

SECTION X.

BANKS OF CIECULATION.

A BANK that issues notes is called a bank of circulation. The

amount of notes that any bank has in circulation is usually

called by bankers " the eireulation." Banks of circulation, both

in England and Scotland, have all of them had to sustain heavy

accusations. I shall notice some of these charges, not with a

view of rebutting them in regard to any individual bank, but

in order to discuss the general principles by which we should

be guided, in judging of the effects produced by banks of

circulation.

The most common charge against banks of circulation is,

that they have issued an excessive amount of their notes ; and

thus have encouraged speculation, raised the price of com-

modities, and led to commercial convulsions similar to that of

December, 1825.

Before entering upon the consideration of these charges, I

shall point out the checks that operate against an over-issue of

notes.

I have already stated, that similar accusations may be as

justly advanced against banks of deposit as against banks of

circulation ; for to give increased motion to the currency has

the same effect as to increase its amount. If a million of

money be taken from the counting-houses of the merchants,

and the tills of the shopkeepers, and lodged in the hands of a
London banker, for him to employ in advancing loans or dis-

counting bills, this has the same effect as though he issued for

the same purposes a million of his own promissory notes.

There is, however, one difference. The advances of a London
banker are limited by the amount of his lodgments. If the

money be not placed in his hands, he cannot issue it ; and hence

he may be regarded as merely an agent regulating the distri-

bution of the previously existing currency. But the country
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banker having the power of making money, the amount of his

advances is not subject to this restraint.

But the amount of notes issued by a bank must be limited

by the demand of its customers. No banker is so anxious to

put his notes into circulation, that he gives them away. He
advances them either by way of loan or discount; and he
always believes that the security on which he makes his

advances is sufficiently ample. He expects that the money will

be repaid with interest. It is true, that like other commercial
men, he is sometimes deceived in his customers j and by placing

too much confidence in them, he sustains losses. But this is a

misfortune against which he is always anxious to guard. The
issues of bankers are limited, therefore ; on the one hand by
the wants of the public, and on the other by the bankers' desire

to protect their own interests.

A further check upon the issues of banks is, that all their

notes are payable on demand. Although a banker has the

power of issuing his notes to excess, either by advancing them
as dead loans or on slender security, yet he has not the power
of keeping them out : their remaining in circulation depends

not on him, but on the public ; and the uncertainty as to the

time of their return for payment compels him to keep at all

times a sufficient stock of money to meet the most extensive

demand that is likely in the ordinary course of business to

occur.

Another check upon an excessive issue of notes, is the system

of exchanges that is carried on between the banks. Every

banker that issues notes has an interest in withdrawing from

circulation the notes of every other banker, in order to make
more room for his own. When a banker receives the notes of

another banker, he never reissues them. If the two bankers

live in the same place, they meet once or twice a week, as they

may find convenient, and exchange their notes. The balance

between them, if any, is paid by a draft on London payable on

demand; or, which amounts to the same thing, the London

agent of the one party is directed to pay the amount to the

London agent of the other party. If the country banker lives

at a distance from the banker whose notes he has received, he

sends them to his London agent to present for payment. Hence

it is that country notes seldom travel far from the place of

issue : theiy are sure to be intercepted by some ol tlie rival

H 2
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banks ; and in a country where banks are so numerous as in

England, it is obvious that the notes of any individual bank

must move in a very limited circle. If a banker attempts to

force out a higher amount of notes than the wants of this circle

require, he will soon iind that the notes will be returned to him

in the exchanges with neighbouring bankers, or else they will

speedily find their way for payment to his London agent.

Another check upon an over-issue on the part of the banks

is their practice of allowing interest upon money lodged in their

hands. No man will keep money lying idle in his hands if he

can obtain interest for it, and have it returned to him upon

demand. If a banker attempts to force out a large amount of

notes, they will get into the hands of somebody. And those

who do not employ them in their .trade will take them back to

the bank and lodge them to their credit, for the purpose of

receiving the interest. Thus, if the notes of a banker are put in

motion by the operations of commerce, they are soon intercepted

by rival bankers ; and if they attain a state of rest, they are

brought back and lodged upon interest ; so that in either case

they are withdrawn from circulation.

Banks of circulation have also been accused of encouraging a

spirit of speculation.

To obtain clear ideas as to the justice of this charge, it will

be necessary to define accurately the nature of speculation, and

to view the circumstances by which it is governed.

Between the producer and the consumer of any commodity,

there are generally two or more parties, who are merchants or

dealers. The demand for any commodity is either a speculative

or a consumptive demand. The demand by the consumers who

purchase for immediate use, is always a consumptive demand.

But if the commodity purchased be not intended for immediate

use, but is purchased at any given time, merely because the

purchaser apprehends that its price will advance, then is that

demand a speculative demand. So, if a merchant purchase of a

manufacturer, or a farmer, such a quantity of commodities as in

the ordinary coarse of his trade he is likely to require, that

demand may be considered a consumptive demand ; but if, in

expectation of a rise in price, he fills his warehouses with goods

for which he has no immediate sale, then is that demand a

speculative demand. A speculation, then, is that kind of trafBc

in which the dealer expects to realize a profit, not by the
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ordinary course of trade, but by the intervention of some
fortuitous circumstance that shall change the price of tbe

commodity in which lie deals.
^

A speculation in any commodity, therefore, is occa^oAed by
some opinion that may be formed of its future price. It is ..well

known that the price of commodities is governed by the pl^Q^br-

tion that may exist between the supply and the demandT
Whatever increases the supply, or diminishes the demand, will

lower the price ; and, on the contrary, whatever diminishes the

supply, or increases the demand, will advance the price. The
greater part of our food, and the materials of most of our

clothing, are produced by the seasons ; and the quantity produced

in each year depends, in a great degree, upon the most uncertain

of all things,—the weather. Here, then, is a wide field for

speculation. If our food, like the manna in the wilderness,

were supplied to us day by day, in exactly the quantity that

each individual required, it would furnish no subject for specula-

tion. But as long as the seasons are variable in the quantity of

their productions, so long will speculation exist. Many com-

modities, too, besides being influenced by the seasons, are

influenced by several other circumstances,—as a state of peace

or war,—the opening of new markets,—the discovery of cheaper

modes of production,—or the substitution of a rival commodity

;

all these circumstances have an effect upon price, and the dealer

who buys or sells any commodity in expectation, than an altera-

tion in price will be produced by such causes, is a speculator.

Now, it is obvious that no system of banking can prevent

.speculation, and that speculations would be formed, even were

there no bank in existence. We learn from Holy Writ, that

the owners of corn sometimes refused to sell, in expectation of

an advance of price. These were speculations, though Judaea

had neither banks nor paper money. If it be said that the

coimtry banks are the cause of speculation, I will ask how it is

that speculations exist in countries where there are no country

banks ? If it be said that the issuing of country notes is the

cause of speculation, I will ask how it is that Liverpool is the

most speculative place in England, although the Liverpool

bankers do not issue notes ? If it be said that the speculations

of 1825 were produced by the country banks, I will ask, what

produced similar speculations in 1720, when there was not a

single country bank in the kingdom ?
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It must not, however, be denied that all banking gives to

speculation facilities that would not otherwise be so easily-

supplied. It is the object of banking to give facilities to trade,

and whatever gives facilities to trade gives facilities to specula-

tion. Trade and speculation are in some cases so nearly allied,

that it is impossible to say at what precise point trade ends and

speculation begins. When a banker discounts a bill, he does

not usually ask the party how he intends to employ the money ;

and, for aught he knows, it may be employed in speculation.

Wherever there are banks, capital is more readily obtained, and

at a cheaper rate. The cheapness of capital gives facilities to

speculation just in the same way as the cheapness of beef and

of beer gives facilities to gluttony and drunkenness.

The legitimate operations of banking, however, are such as to

place speculation under some degree of restraint. As to men of

large capital and immense wealth, they may speculate as much
as they please ; over {hem the bankers have no control. But if

men of moderate means engage in speculation beyond their

capital, it is not the interest of the banker to support them.

For such persons to carry speculation to any great extent, it is

necessary either that they raise money on slender security, or

that the money be advanced for a considerable length of time.

It is not the interest of a banker to meet their wishes in either

of these respects. It is not his interest to advance his money on

insufScient security. It is not his interest to advance money as

a dead loan. The security a banker requires ought to be both

ample and convertible. It is contrary to all sound principles

of banking for a banker to advance money on dead security.

In the first place, such loans do not create any banking capital

;

and, in the second place, they cannot be suddenly called up, in

case any contraction of the banking capital should render it

necessary.

In admitting that banking, by granting facilities to trade,

necessarily grants facilities, to a certain extent, to speoilation,

it is not admitted that bankers generally have granted facilities

to speculation beyond the fair operations of their trade. All

speculation, by increasing the number and amount of com-
mercial transactions, puts into motion a greater quantity of

money. This money is supplied by the bankers either in the

way of repayment of deposits, or of discounting of bills, or by
loans. Now as increased issues on the part of the banks are
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almost simultaneous with a spirit of speculation, it has been
inferred that the issues of the notes have excited the spirit of

speculation, whereas it has been the spirit of speculation that

has called out the notes. In the years 1824 and 1825, as the

speculations increased, the issues of notes increased ; and when
the speculations were over, the notes returned. This was the

case not merely in England, but also in Scotland, though none

of the Scotch banks sustained the least diminution of public

confidence.

Another charge that has often been preferred against banks

of circulation is, that by an increased issue of their notes they

have caused a general rise in prices.

In investigating this charge, it will be proper to inquire what
are the cases in which an increased issue of notes may produce

a rise in prices.

It cannot be denied that if any bank have the privilege of

issuing notes, not convertible into gold—that is, not payable in

gold on demand—the notes may be issued to such an amount
as to cause a considerable advance in prices. It is now generally

believed that the issues of the Bank of England during the

operation of the Eestriction Act did produce this effect. It may
also be admitted that in a country where there is one chief

bank, possessing an immense capital and unbounded confidence,

the notes of such a bank, even if payable in gold, may be issued

to such an extent as to cause an advance of prices, until an

unfavourable course of the exchange shall cause payment of the

notes to be demanded in gold. For gold will not be demanded

until the course of the exchange is so unfavourable as to cause

the exportation of gold to be attended with profit. Hence the

issues of the Bank of England being at present under no other

restraint than liability to pay in gold on demand, may for a

time cause an advance in prices.

In cases where the increased issue of noties is caused by the

increased quantity of commodities brought to market, the

additional amount of notes put into circulation does not cause

any advance of prices. In all agricultural districts there is a

great demand for notes about the season of harvest, to pay for

the produce then brought to market. In the south of Ireland

the amount of notes in circulation is much greater in the winter,

when corn and bacon are being exported, than in the summer

months. Almost every trade and every kind of manufacture is
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cai-ried on with more activity at some periods of the year than at

others ; and during the active seasons when money is in demand,

more notes are in circulation. These notes are at such periods

drawn out of the banks, either as repayments of money lodged,

or by discount of the bills drawn against the exported

commodities.

An increased issue of notes often causes the production of an

additional quantity of commodities, and in this case does not

produce an advance of prices. The issue of notes will be either

in the form of discounts, or loans, or the repayment of deposits.

In either case the parties receiving the money will spend it, and

a demand will thus be occasioned for a certain class of com-

modities. If this demand should not exceed the quantity that

can be readily supplied, there will be no advance of price. The

parties who receive the money from the banker may give it to

the dealer in exchange for the articles they purchase. The

dealer wishes to replace the goods he has sold, and passes the

money for more goods to the manufacturer. The manufacturer

consequently buys more raw material and employs more

labourers. An increased quantity of goods is thus produced,

and exchanged against the increased quantity of money. But

while the supply can keep pace with the demand, the price will

remain the same; it is only when the demand exceeds the

supply, and the commodities are consequently comparatively

scarce, that the price will advance.

In many cases, an increased issue of notes is not the cause,

but the effect of an advance of prices. If a Yorkshire clothier

sells a thousand pounds' worth of goods to a London merchant,

he will draw a bill for a thousand pounds, and take it for dis-

count to a country banker, whose notes for a thousand pounds

may thus be put into circulation ; but if, in consequence of a

scarcity of wool, or from any other cause, the goods that were

sold for a thousand pounds are now worth two thousand pounds,

then will the banker discount a bill for two thousand pounds, and

put into circulation two thousand pounds of his notes. In this

case it is obvious that the issue of notes is not the cause of the

high price of wool ; but that the high price of n ool is the cause

of the increased issue of notes. Such is oiten the case with

many other commodities ; a real or apprehended scarcity causes

an advance in price. The same commodity exchanges for a

greater (Quantity of money. Tlie bills are drawn for higher
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sums, and the bankers who discount these bills issue, of course,

a greater amount of notes. The rise in price, too, renders more
capital necessary to carry on the same extent of business.

Many persons who had money in the bank on interest will now
draw it out, to employ it in their trade, and these operations

will occasion a still farther issue of notes. A rise in the price of

one commodity will sometimes advance the price of other com-

modities, and hence similar banking operations are affected by

persons engaged in other branches of trade. The process by

which high prices cause an increase in the amount of notes in

circulation, can thus be easily and obviously traced.

In cases where an increased issue of notes does cause an

advance of price, the advance can be but temporary, and this

advance may generally be ascribed to a spirit of speculation on

the part of the dealers, and not to an excessive issue on the part

of the banks. As the prices of all commodities are regulated

by the proportion that may exist between the demand and the

supply, whenever an increased issue of notes raises prices, it

must be either by increasing the demand for commodities, or

diminishing the supply. The cases in which an increased issue

of notes may cause an advance of prices, are chiefly those in

which the money is employed in purchasing such commodities

as cannot be readily produced by human labour. Thus, if a

banker lend money to a corn merchant to purchase a stock of

corn, he increases the demand for corn. If he lend money to a

farmer to enable him to pay his rent without selling his corn,

he diminishes the supply. In both cases he may cause an

advance in price. But even in this case, the most unpopular

that can well be imagined, the effect on price will be but

temporary ; for these speculations do not diminish the quantity

of corn in the country. The supplies now withheld must

ultimately be sold, and in proportion as they advance the price

when withheld, will they lower the price when brought to

market. A degree of speculation in some commodity or other

is always on foot, and occasions fluctuations in the price. The

banks have no control over these speculations, and ought not to

be deemed answerable for the changes they occasion. To

suppose that the banks can so regulate their issues as to

maintain permanent prices, is to ascribe to them a power which

they do not possess, and which, if they did possess, they ought

never to use.
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There are various cases wherein an increased issue of notes

causes a reduction of prices. The speculations which advance

prices are chiefly those carried on by dealers. The speculations

ofproducers who invest their capital in new undertaMngs, with

the view of producing any given commodities at a less cost,

will, if successful, reduce the price to the consumer, and so far

as such speculations are assisted by the banks, the issue of

notes thus occasioned tends to the reduction of prices. An
advance of money which enables a farmer to bestow a higher

degree of cultivation on his land—which enables a manu-

facturer or a tradesman to extend his business—has the effect

of increasing the quantity of commodities offered for sale, and

consequently to reduce the price. The banks, too, by advancing

capital on lower terms than it could be otherwise obtained,

diminish the cost of production, and, consequently, the price.

The banks still farther reduce prices by destroying monopoly.

In towns where there are no banks, a few moneyed men have

all the trade in their own hands ; but when a bank is established,

other persons of character are enabled to borrow capital of the

bankers. Thus monopoly is destroyed, competition is produced,

and prices fall. Hence it is obvious, that in the ordinary/ course

of husiness the issues of the banks tend not to advance but to

lower prices.

The effect which the amount of notes in circulation has

upon the foreign exchanges has been the subject of much
discussion. One party contended, that as the amount of

notes increases, the exchange must become unfavourable.

Another party maintained, that the exchanges were not at

all affected by the issue of notes, but by the state of foreign

trade. The authors of the Eeport of the Bullion Committee
expressed the former opinion, some of the Bank Directors

maintained the latter.

It is obvious that the exchanges are regulated by the amount
of gold that is required to be sent abroad, either to pay the

balance of trade, or to pay our armies, or to subsidize foreign

powers, or as rents to absentees, or for some other purpose.

Now it is clear that an increased or diminished issue of notes

will in no way diminish the amount of gold that is to be sent

abroad, and, therefore, can have no direct effect upon the

exchanges. If we owe the gold, we must pay it. We may
diminish our issues of notes, but that will not pay our debts.
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If, then, tlie issues of notes have any effect upon the exchanges,

it must be in an indirect way.

I haye already stated that an increased issue of notes can

have no effect upon the prices of commodities at home, but by
influencing either the supply or the demand. If the increased

quantity of money raises the demand for commodities beyond

a certain point, it will advance the price. And if it increases

the supply, it will lower the price; but in no way can the

quantity of money in circulation affect the price of commodities

but through the channels of supply and demand. Just so with

the foreign exchanges. An unfavourable course of exchange

arises generally from our owing a sum of money which we have

to pay in consequence of our imports having exceeded our

exports. An increased quantity of money, therefore, to affect

the exchanges, must diminish the amount of our foreign debt,

and it can do this only by either increasing our exports or

diminishing our imports. When money is abundant our

merchants can import more than formerly. This increases our

debt. The importers are disposed to lay in stocks of goods,

and the competition between the importers raises the price

they give to the foreigner. Hence there are heavy sums to be

sent abroad. It is true that when money is abundant our

manufacturers and exporters can also export more goods, but

the competition among exporters diminishes the price to the

foreigner, and hence we have a less proportionate sum to

receive. The exporter, too, having abundance of money, gives

the foreigner long credit, and hence the money is not received

in England for a considerable time after the goods have been

shipped. In the mean time the exchanges become unfavourable,

and gold must be sent abroad. Now suppose in this state of

things the bank contract their issues ; money becomes scarce

—

bills cannot be discounted, and trade is dull. Now, then, the

importer, having already a heavy stock of goods, will buy no

more ; he is anxious to sell, for he has not now sufficient

capital to keep so large a stock. A general desire of selling

will cause a fall of price. Fewer commodities will now be im-

ported, and these obtained at a less price, hence there is less

money due to the foreigner. The exporters," on the other hand,

deprived also of their usual accommodation, cannot carry on

business to the same extent—the supply will be reduced—the

competition is less, and prices rise to the foreigner. The
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exporters, too, cannot give such long credit as formerly ; they

will call in the sums due to them, and hence more money must

come in from abroad. As, then, we have to pay other nations

a less amount of money for our imports, and they have to pay

us a greater amount for our exports, the exchanges will become

favourable. It is obvious that this operation will cause great

embarrassment in trade; in fact, it is only by producing

embarrassment that a contraction of the currency can affect

the exchanges.

The amount of notes in circulation affects the foreign ex-

changes in another way. When an increased issue takes place,

money becomes more abundant ; the lenders are more numerous,

and the supply of capital is increased. Hence the price given

for the loan of money, that is, the rate of interest, falls.

Persons who have money to employ will find tliey cannot

obtain the same interest as formerly, hence they will be disposed

to invest it in the foreign funds, where it can be employed to

greater advantage. In order to remit this money they will

purchase foreign bills ; this demand for foreign bills will advance

their price, and the exchanges will consequently be unfavourable.

On the other hand, when the circulation is considerably reduced,

money becomes scarce, a higher price will be given for "the

use of it, the rate of interest rises
;
persons who have property

abroad will be disposed to bring it home, where it can be more

profitably invested ; they will draw bills against it and sell them

in the market. This new supply of bills will lower the price,

'and make the exchanges favourable.

It should always be recollected that the transmission of

money as subsidies, loans, or for investment in the foreign

funds, will have the same effect upon the exchanges as though

it were transmitted in payment of commodities imported.

Whenever, therefore, the issue of notes shall, directly or

indirectly, cause a transmission of money from one country to

another, the exchanges will be affected. But when this shall

not be the case, the expansion or contraction of the currency

will have no effect upon the foreign exchanges.
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SECTION XI.

BANKS OF DISCOUNT.

A CONSIDERABLE biancli of the business of modern banking
consists in discounting bills of exchange. As they have only a
short time to run before they fall due, the capital advanced
soon returns ; and being transferable, they can, if necessary, be
re-discounted. Hence they are admirably adapted for the
purposes of the bankers: for, as the advances of bankers to

their customers are made with other people's money, and that
money may at any time be withdrawn, it becomes necessary

that the securities on which those advances are made sliould

rapidly revolve and be at all times convertible. By means of

bills of exchange bankers can easily extend or diminish their

advances in proportion to the capital they may have to employ.

If they find that the amount of their deposits or the amount of

their circulation is diminishing, they will diminish their dis-

counts. If these increase, they may increase their discounts.

I. Nature and Origin of Bills ofExchange.—Bills of exchange

are said to have been invented in the fourteenth century by

the Jews or the Lombards, for the purpose of withdrawing

their property from the countries from which they were

expelled. The drawer and the acceptor of a bill were two

persons, residing at two distant places, and the bill was pro-

bably nothing more than a written order delivered to a third

person, who was going to visit the place where the debtor

resided, and who would return with the money to the drawer.

But it might happen that this person might not be going to

return; in this case he might advance to the creditor the

amount of the order, and receive the money again from the

debtor when he arrived at his journey's end. But this third

person might not be going to the place where the debtor

resided, he might be going only a part of the way, and he

might then fall in with sonie other person who was going the

other part ; he would then request this other person to advance

him the money in exchange for the order he had received from

the creditor, and the order would then be transferred. It

would thus be discovered that as a creditor might give an order
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upon his debtor to a third person, this third person might

transfer the order to a fourth, the fourth to a fifth, and so on.

To effect these transactions it would be necessary fliat each

person receiving the order, or bill, had confidence in the drawer

or some of the endorsers, and also that each person receiving it

should have some compensation for the trouble it occasioned

him. If the order were not payable on demand, but at some

months after date, the compensation would be increased by the

amount of interest for the time' the order had to run before it

would be payable.

Such is at present the case. The drawer of a bill on a person

residing in the country sdls it on the exchange. Foreign bills

are never said to be discounted, but to be sold ; for the person

who gives the drawer the amount, is supposed to deduct not

only the interest on the bill, but also the expense of its

transmission. The buyer of a bill is a person who owes a sum
of money to a person in another country (say in France), and

who wants a bill to remit thither to pay his debt. The seller

of a bill is a person who has exported a quantity of goods to

France, and who draws a bill for the amount : it will be for the

convenience of these two people to deal together: the buyer

will give his money in exchange for the biU, which he will send

to his creditor in France, and the seller will give his bill in

exchange for the buyer's money, by which he is paid for the

goods he has exported. If this money is equal to the amount
of the bill, minus only what may be deemed equal to the

discount and the expense of transmission, the exchange is said

to be at par ; but there are various circumstances which may
cause the exchange to be either above or below par, and the
price given for bills of exchange will vary accordingly.

When two nations exchange their commodities with each
other to exactly the same amount, the buyers will be just as

numerous as the sellers. The demand for bills and the supply
of bills will be equal ; the exchange will now be at par ; but it

rarely or never happens that the exports and imports between
any two countries are precisely the same ; and as gold is the
medium of trafiic between nations as well as between individuals,

the balance or difference between the purchases and the -sale

must be remitted in that metal. Now the expense in freight

and insurance of sending a quantity of gold from one country
to another will not be inconsiderable. If, then, I owe a sum of
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money to a merchant in France, I would be willing to give

something more than that sum for a bill, rather than submit to

the expense and trouble of remitting gold. But if the bill

would cost more than the expense at which I could send the

gold, why, then the gold shoiild go. It is evident, then, that

in that nation which is in debt to another nation, and which,

consequently, has to send gold to pay its debts, the demand for

bills of exchange will be greater than the supply. These bills

will be sold for more than the amount of the money for which

they are drawn ; they are then at a premium, but this premium
never can rise higher than the expense of remitting an equal

amount in gold : for if it were cheaper to remit gold, the gold

would be remitted.

The price of bills in the market is usually called the rate of

exchange, and when the balance of trade is against a country,

and gold must be remitted to pay that balance, and, conse-

quently, the price of foreign bills rises beyond their real value

or par, then the course of exchange is said to be against that

country : thus, for instance, if in London I can sell a bill on

Paris for more than the amount for which it is drawn, then the

course of exchange is said to be against England and in favour

of France ; but if I am obliged to sell my bill for less than the

amount, then the exchange is against France and in favour of

England. The price of bills is regiilated entirely by the pro-

portion that may exist between the demand and the supply, and

the demand and the supply are regulated chiefly by the state

of trade between the respective countries.

The trafficking in bills of exchange is now a distinct branch

of business. When bills, say on France, are at a high premium
in our market, a' house in London will draw bills upon a house

in Paris, and the bills will be sold at a good price. On the

other hand, when bills on England are at a high premium in the

Paris markets, a house in Paris will draw upon a house in

London, and sell the bill in the Paris market. This seems to

be a very honourable kind of business, but it is said that some,

inferior persons engaged in this traffic sometimes have recourse

to unjustifiable means of raising or lowering the price of bills, in

the same way as stockjobbers are said to do to affect the value

of the public funds.

Not only are bills employed as the means of transmitting

money from one country to another, but also as the means of
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making remittances from one town to another. If a person in

a country town wishes to send money to London, he can go to

the bank and procure a bill upon a.banker in London. If he

wants to receive money from London, he will draw a bill upon

his debtor, and get the money for it at the bank. If he wish to

send money from one provincial town to another, he will get

from the bank a bill upon a London banker and send it to his

correspondent by post. When the country banker discounts, or,

as it is called in the foreign market, tuys a bill, he usually

charges, in addition to the discount, a commission to pay tlie

expense of its transmission and collection. And when he issues

or sells a bill, he usually gives in exchange for cash a bill at a

certain number of days after date. Hence the number of days

at which a provincial banker is in the habit of drawing upon his

London agent is usually called the par of exchange between that

place and London.

II. Advantages of Bills.—Besides their utility as a means of

transferring money from one place to another, bills have the

following advantages :

—

1. Bills are a means of transferring debts from one person to

another. If I owe a man lOOZ. and another man owes me lOOZ.,

1 will draw a bill for that amount on my debtor and give it to

my creditor. I have thus transferred the debt from my debtor

to my creditor, and my own debt is liquidated. My debtor,

instead of paying me the money he owed me, will pay it to the

holder of the bill. My creditor will now look for payment to

my debtor, and consider me simply as a guarantee for the pay-

ment of the bill. If he wishes to make use of the biU he wiU
again transfer the debt to another- party, placing his' own name
on the bill as an additional guarantee. The bill may thus pass

through a variety of hands, and liquidate a gxeat number of

debts, before it becomes due. When due, it will be paid by the

acceptor, who was the original debtor, and all these intermediate
transactions will be closed. Hence, in Lancashire, bills of
exchange have served the purpose of a circulating medium, in

the same way as bank notes. The only difference is, that in

transferring a bank note you are not responsible for its ultimate
payment; but in passing a bill of exchange you place your
name on it as a guarantee. A bill of exchange, too, cannot
always be passed for its full amount, but you will have to pay a
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discount according to the time it has to run before it will fall

due.

2. Bills fix the period for the payment of debts, and in case

of litigation they afford an easy proof of the debt. A person

will have little scruple in putting off a tradesman to whom he
owes money, and the creditor dares not be urgent lest the

debtor should no longer deal with him, hence the time of pay-

ment can never be calculated upon with certainty. But if the

customer has given a bill for the amount he owes, that bill will

circulate into the hands of other persons who will be more
peremptory in demanding payment, and whose applications

cannot be disregarded with impunity. Besides, if a man dis-

honour his acceptance, his character is stamped at once in the

commercial world as being either very poor, very negligent, or

very unprincipled, and at no future time will he be able to raise

money upon the credit of his name. Hence many persons who
are very tardy in paying a book debt, are very punctual in pay-

ing their bills. In case, too, a tradesman is under the necessity

of bringing an action at law against his customer, he will have

to prove the actual delivery of every article mentioned in his

account. This, at a distance of time, is olten difficult to do

;

but if a bill has been accepted for the amount, it is only

necessary to prove that the acceptance is in the defendant's

handwriting,

3. Bills enable a tradesman to carry on a more extensive

business with the same amount of capital. If, by the custom of

trade, a dealer gives his customers three months' credit, lie can,

during that period, make no use of that portion of his capital

which is invested in the commodities they have purchased ; but

if they accept his bills, drawn at three months after date, he

can, if in good credit, get those bills discounted at the bank in

his town, and then employ this money in the further extension

of his business. He will thus, while selling on credit, obtain

nearly the same advantages as though he sold for ready money.

Should he, instead of having these bills discounted, pay them to

the manufacturer or wholesale house of whom he makes Lis

purchases, it will amount to nearly the same thing. The whole

of his capital is thus kept in motion, and is not diminished by

any amount of outstanding debts. To give credit without

drawing bills requires that a tradesman should have a large

capital. To give no credit will restrict his business. By means
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of bills lie is enabled to give credit and to extend his business,

without requiring any addition to his capital.

4. Bills afford an easy way of giving a guarantee. A person

may wish to borrow money of me, and I may be unwilling to

lend it to him unless he procure a more wealthy person to

guarantee the repayment at a given time. If he has a friend

that will do this, the most easy way of effecting the guarantee

is by means of a bill drawn by the borrower upon his friend.

This, in point of security, is the same thing as a letter of

guarantee ; but it has also this additional advantage, that if I

should want the money before the time fixed for its repayment,

I can get this bill discounted and reimburse myself the money I

have advanced. Bills of this description are called accommoda-

tion-bills, or wind-bills, or kites. When employed only as a

means of affording occasional assistance to a needy friend, or

for raising a sum of money for a short time, to meet an unex-

pected call, they do not appear to be very objectionable ; but

when systematically pursued for the purpose of raising a

fictitious capital whereon to trade, they uniformly indicate the

folly and effect the rnin of all the parties concerned.

5. Bills are the means of facilitating the removal of capital

from one branch of trade to another as circumstances may
require. When the demand for any commodity increases, the

price advances, and more capital is put into requisition to

increase the supply. When the demand for any commodity
declines, the price falls, the trade is bad, and capital will be

withdrawn to be invested in a more profitable employment.
Every branch of trade is liable to fluctuations from an alteration

in the proportion between the demand and the supply, and
hence capital is continually undergoing a transfer from the
production of those articles for which there is a less demand to

the production of those articles for which there is a greater de-
mand. But in what way is this transfer effected ? Is it by a
manufacturer leaving one employment for another ? No. The
manufacturer in the declining trade will reduce his capital, while
the manufacturer in the prosperous trade will augment his

capital ; and the transfer of capital from one trade to the other
is effected chiefly by hills of exchange. The manufacturer who
has sold a less quantity of commodities will have fewer bills for

his banker to discount ; the other, having sold a greater quantity
of commodities, has more bills for discount. The banker's
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capital, which he employs chiefly in th^i discount of bills, is thns

easily transferred from one branch of manufacture to another, in

exact proportion to the circumstances of the respective parties.

On this subject we quote Mr. Eicardo :

" In all rich countries there is a number of men forming what

is called a moneyed class. These men are engaged in no trade,

but live on the interest of their money, which is employed in

discounting bills, or in loans to the more industrious part of the

community. The bankers, too, employ a large capital on the

same objects. The capital so employed forms a circulating

capital of a large amount, and is employed in larger or smaller

proportions by all the different trades of a country. There is,

perhaps, no manufacturer, however rich, who limits his business

to the extent that his own funds alone will allow ; he has always

some portion of this floating capital increasing or diminishing

according to the activity of the demand for his commodities.

When the demand for silks increases, and that for cloth

diminishes, the clothier does not remove with his capital to the

silk trade, but he dismisses some of his workmen, and he

discontinues his demand for loans from bankers and moneyed

men : while the case of the silk manufacturer is the reverse ; he

wishes to employ more workmen, and thus his motive for

borrowing is increased ; he borrows more, and thus capital is

transferred from one employment to another without the ne-

cessity of a manufacturer discontinuing his usual occupation."*

III. Classes of Bills.—The bills presented to a bank for

discount may generally be divided into the following classes :

1. Bills drawn by producers or manufacturers upon wholesale

dealers.

2. Bills drawn by wholesale dealers upon retail dealers.

3. Bills drawn by retail dealers upon consumers.

4. Bills not arising out of trade, but yet drawn against value,

as rents, &c.

5. Kites, or accommodation bills.

The first two classes of bills.are the best, and are fair legiti-

mate bills for bankers to discount.

The third class ought not to be too much encouraged. They

are for comparatively small amounts, and are drawn by shop-

keepers and tradesmen upon their customers. To discount

* Eicardo's Principles of Political Economy, page 84.

I2
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these bills freely would encourage extravagance in the acceptors

;

and ultimately prove injurious to the drawers. When a man

accepts bills to his butcher, baker, tailor, upholsterer, &c., he

may fairly be suspected of living beyond his income. Solvent

and regular people pay their tradesmen's accounts with ready

money.

The fourth class of bills, though sometimes proper, ought not

to be too much encouraged. Persons out of trade have no

business with bills.

The last class of bills should almost always be rejected. To

an experienced banker, who knows the parties, the discovery of

accommodation bills is by no means difficult. They are usually

drawn for even amounts, for the largest sum that the stamp

will bear, and for the longest term that the bank will discount,

and are presented for discount soon after they are drawn. The

parties are often relations, friends, or parties, who, from their

avocations, can have no dealings with each other.

Not only the parties and the amounts of bills are matters of

consideration to a banker, but also the time they have to run

before they fall due. A bill drawn for a long term after date,

is usually styled, not perhaps very properly, a long dated hiU.

A bill drawn at a short term, is styled a short dated bill.

Query.—Is it most for the interest of a bank to discount long

dated bills or short dated bills ?

Short Bills versus Long Bills.—First, There is more safety in

discounting short bills, because the parties may fail before the

long ones become due. Secondly, If any given amount of

capital be employed in discounting bills, it will accumulate

more rapidly by discounting short bills than long bills,

operating in the same way as money placed at compound

interest, which increases the faster, as the times of paying the

interest are more frequent. Thirdly, If a bank charges com-

mission on the amount of the bills discounted, the commission

will be more in the course of a year upon any given amount of

capital employed in discounting short bills than employed in

discounting long bills. Fourthly, If a bank issues notes, a

greater amount of notes will be issued in discounting a suc-

cession of short bills, than by discounting long bills. Thus if I

discount a bill for 1,000Z. drawn at twelve months after date, I

issue only 1,OOOZ. of notes ; but if I discount in succession four

bills each, having only three months to run, I issue, in the
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course of the year, 4,00OZ. of notes. Fifthly, Long dated bills

lock up the funds of a bank so that they cannot be discounted

with safety but from the bank's own capital : for if a bank
employs its deposits or its circulation in discounting long dated
bills, and payment of the notes or deposits should be demanded,

the long dated bills could not be re-discounted, and the bank
must stop. Sixthly, Long bills may encourage speculation.

Persons may purchase large quantities of commodities in the

expectation that the price will advance before the long bills

which they accept in payment shall fall due. But if the bills

are of short date, the speculation will be prevented.

Long Bills versus Short Bills.—First, The amount of discount

is greater on a long bill than on a short bill. If, therefore, a

gentleman out of business wants a temporary advance, and

proposes to draw a bill on his friend, it is better to advise him
to draw a long bill than a short one. Secondly, Long bills will

employ a larger amount of capital. If a banker discounts any

given amount per week, he will always have twic§ the amount
of bills current, if they are drawn at four months' date, than he

will have if they are drawn at two months. And, as bankers

wish to employ their capital, it will be more for their ad-

vantage to discount such bills as will employ the largest

amount. Thirdly, The discounting of long dated bills, being a

more permanent advance of capital, is more beneficial to the

commercial and agricultural classes in the district. If a retail

dealer can get long bills discounted, he can afford to give longer

credit, and this will induce his customers to buy more goods

of him, and he will do more business. If a manufacturer or

wholesale dealer can get his long bills discounted, he also can

give longer credit, and will sell more goods. If a landlord can

get a long bill on his tenant discounted, he need not urge him

for rent, and the money may, in the interim, be employed in

improving the land. The discounting of long bills is similar to

a permanent advance of capital. The money may be profitably

employed, and be reproduced before the long bill may become

due, but if the bill be short this cannot be done.

IV. Notaries Public.—" A notary was anciently a scribe that

only took notes or minutes, and made short drafts of writings

and other instruments, both public and private.. But, at this

day, we call him a notary public who confirms and attests the
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truth of any deeds or writings, in order to render the same

authentic."* This part of the business of a public notary must

have been very necessary before the discoTcry of the art of

printing, and when many of the first men in the state were

unable to read or write. We find that some public documents

have been attested by notaries in the following form :
—

" As my
Lord Bishop is unable to write, I do hereby certify, that the

above is his mark." These notaries were appointed by the

Archbishop of Canterbury, and took an oath of fidelity on

receiving their appointment. All instruments made by them

were considered public instruments, and were received as

evidence in the courts of law.

The business of a notary includes the making of wills, draw-

ing up powers of attorney, bonds of arbitration, bills of sale,

charter parties, and attestations. The drawing of instruments

of this description constitutes almost the sole employment of

some few notaries ; while the chief, indeed, the sole business of

the majority, ponsists in noting and protesting bills of exchange.

Some notaries are translators of languages, but more frequently

they employ a foreigner for this purpose.

The difference between the noting and the protesting of a bill

of exchange for non-payment, is this: In noting, the notary,

after having presented the bill at the proper place, and de-

manded payment, attaches to it a small piece of paper, on

which he writes the amount of his charge and the reason why
the bill is not paid—such as " no effects," " no advice," " out

;

no orders," " will be paid to-morrow," &c. This piece of paper

is called " the notary's ticket," and the writing on it is called

"the notary's answer." Some notaries have their name and
address printed on their tickets. The notary also places on the

bottom part of the bill, in front, the initials of his name, the

amount of his fee, and the date of the noting. The same form
is used in noting a bill for non-acceptance.

The practice of noting bills of exchange is not recognized by
the laws of England. It is said to have taken its rise from the

following circumstance : After the modern system of banking
was established, and bills of exchange became numerous, it was
customary for one of the clerks of the banking-house to act as a

notary. If the biU had been presented in the morning and was
not paid, he called in the evening to ask the reason of its non-

* Burns' Ecclesiastical Law, vol. iii. page 1.
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payment, and he charged a small fee for this additional trouble.

By degrees this practice became established, and, ultimately, a

notary public was employed for the purpose.

A protest is a legal instrument, drawn on stamped paper,

generally according to the following form :

—

On this day, , the day of , oiie thousand eight

hundred and , I, A. B., Public Notary, by legal authority,

admitted and sworn, dwelling in the city of , did present for

payment the original bill (a true copy whereof is within written), to

a vioman at , who replied, that said bill could not then

Wherefore, I, the said notary, do solemnly protest against the drawer

and endorsers of the said bill, and all others therein concerned, for all

exchange, re-exchange, losses, costs, interest and damages, suffered and

to be suffered, for want of payment of said bill. Thus done in my office,

the day and year aforesaid.

Which I attest,

A. B., Not. Pub.

If a bill has been protested for non-acceptance, it must, when

due, be again protested for non-payment. The holder of a

protested bill should immediately send the protest to the party

of whom the bill had been received. If the bill was only noted,

the party should receive due notice.

If an action be brought upon a bill which has been only

noted, it will be necessary to produce a witness in court, to

prove that the bill was duly and properly presented for pay-

ment : but if the bill has been protested, the production of the

protest will be sufScient evidence. No action can be brought

upon a foreign bill, unless it has been protested. But if the

bill has been duly noted, a protpst may be drawn up at any

time previous to the commencement of a suit, without a second

presentation of the bill at the place where it was payable.

An inland bill may be protested for non-acceptance if it be

above 51., if drawn after date, and if the value is stated therein

to be received. Inland bills, in such cases, may also be

protested for non-payment, if they have been accepted. No
other inland bills can legally be protested. This excludes bills

drawn after sight, or for a less sum than 51.

Although every foreign bill must be prote3ted, yet it is not con-

sidered absolutely necessary that an inlcmd bill should be either

noted or protested, in order to sustain an action for the amount.

A bill is usually noted or protested for non-payment after
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bank hours, on the evening of the day on which it falls due.

But if not done then, it maybe noted or protested at any subse-

quent time. The omission of the noting or protesting by the

holder does not nullify his claims upon any of the antecedent

parties, provided they received due notice of the dishonour.

Foreign bills should be noted on the day that acceptance or

payment was refused. Inland bills may also be noted on that

day, but a protest for non-payment of an inland bill cannot be

made out until the day after it is due.

If a bill be refused acceptance by the drawee, and another

party accept it for honour of the drawer or of an endorser, it

must again be protested for non-payment by the drawee before

an action can be sustained against the acceptor.

In London it is not the custom to protest inland bills at all.

And in case of non-acceptance, they are not even noted, unless

drawn after sight. It is then necessary that they should be

noted in order to fix the time on which they fall due. Inland

bills are always noted for non-payment. Foreign bills are

protested both for non-acceptance and for non-payment. Bills

drawn from Ireland or from Scotland are regarded as foreign

bills. The notary's charge for noting a bill within the site ot

the ancient walls of the city of London, is Is. 6d Beyond

those limits the charges are 2s. Qd., 3s, Qd., 5s., and 6s. Qd., &c.,

according to the distance. The charge for protesting a bill

under 201. is 5s. 6cZ.,—from 20Z. to lOOZ. it is 6s. M.,—1QQI. to

500Z. it is 7s. M.—5QQI. to 2000Z. it is 10s., and for every ad-

ditional thousand, Is. extra. The charges of notaries in Lon-

don are not fixed by law, but are regulated by a society which

they have established themselves, and which issues printed

rules, a copy of which is given to each notary. Mr. Justice

Bayley has stated positively, that if a bill be paid when pre-

sented by the notary, the acceptor is not bound to pay the

expense of noting. But this is contrary to the usual practice.

In such cases, the notaries always refuse to tak& the money for

the bill, unless they are paid the noting fees at the same

time.

It is customary for the country bankers to re-issue the

London bills they have discounted. In this case they always

endorse the bills, and place on them a " case of need." A case

of need is a reference for payment to a merchant or banker in

London if the bill should not be paid by the party on whom it
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is drawn. This reference is made by writing on the back of the
bill at bottom *—" In case of need apply to Messrs. A. B. & Co."
If, then, the bill should not be paid, Messrs. A. B. & Co. will

pay it for honour of the endorser. The advantage of placing a
case of need upon a bill is, that the party endorsing it receives

it back sooner in case of non-payment. It also makes the bill

more respectable, and secures its circulation. The notaries

always observe these " cases of need," and after having noted
the bill apply to the referee.

In the year 1801, an Act of Parliament was passed for the

better regulation of public notaries in England. It enacts, that

from and after the first day of August, 1801, no person shall be

admitted as a notary, unless he shall have served as an appren-

tice for seven years to a public notary, or to a scrivener, being

also a public notary. Within three months after the date of the

indenture of apprenticeship, one of the subscribing witnesses

must make an affidavit of the fact before the Master of the

Faculties of his Grace the Lord Archbishop of Canterbury, in

London, his surrogate, or commissioner. This affidavit is to be

entered in a book, for which the clerk may charge the sum of 5s.,

and this book may be searched by any person on paying the sum
of Is. for each search. Every person, previous to being enrolled

as a notary, must also make an affidavit that he has served an

apprenticeship of seven years, and that during the whole of that

time he has been actually employed in the business. No public

notary can have an apprentice but while he actually practises.

Persons applying for a faculty to become notaries within the

jurisdiction of the company of scriveners, must previously take

their freedom of that company. Any person doing anything

belonging to the office of the notary, without being enrolled,

shall forfeit the sum of 50Z.

In the year 1833, an Act was passed to alter and amend the

Act of 1801. It limits the operation of the former Act to the city

of London and liberties of Westminster, the borough of South-

wark, and the circuit of ten miles from the Eoyal Exchange, in

the said city of London. Beyond those limits the Archbishop

of Canterbury may authorize attorneys, solicitors, and proctors,

to practise as notaries within any district in which it shall be

made to appear to the master of the Court of Faculties, that

* A foreign case of need is generally written on the front of the bill, and the

notary presents it the day after due.
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there is not (or shall not hereafter be) a sufficient number of

such notaries public (3 & 4 Will. IV. c. 70).

In default of a notary public, a bill may be protested for non-

acceptance or non-payment by any other substantial person of

1;he city, town, or place where such bill or note shall be so dis-

honoured, in the presence of two or more credible witnesses,

which protest shall be made and written under a fair written

copy of such bill or note.

V. The Rate of Discount.—During the middle ages it was be-

lieved that all interest taken for the loan of money was unjust

and unscriptural, and the lender was stigmatized as a usurer.

Though this notion has been altogether discarded in modern

times, it may not have been either pernicious or absurd at the

time it was introduced. It originated when the population was

purely agricultural. That a man who borrows money with a

view of making a profit by it, should give some portion of his

profit to the lender, is a self-evident principle of natural justice.

A man makes a profit usually by means of tiraffic. But in a

country purely agricultural, and under such a government as

was the feudal system, there can be but little traffic, and hence

but little profit. Besides, in an agricultural country a person

seldom wants to borrow money except he be reduced to poverty

or distress by misfortune. Now for a rich man who has money
which he cannot profitably employ, to charge interest for a loan

to a man in distress, appears to be consistent with neither justice

nor benevolence.

Erroneous views are often entertained of the Mosaic laws,

from neglecting to consider the state of the people to whom
those laws were given. It was the. object of the Jewish legis-

lator to make the Jews a purely agricultural people. The
promotion of agriculture was, as Montesquieu would say, the

SPIEIT of his laws. Hence he prohibited the taking of interest

for the loan of money. By this means he interdicted commerce.

His design was to prevent the Israelites associating with the

surrounding nations and learning tlieir idolatrous practices.

But even Moses permitted the Jews to take interest for money
lent to strangers ; a circumstance which proves that the

prohibition was only a political and not a moral precept. If the

taking of interest for money were morally wrong, it would have

been forbidden in all cases. But in the Middle Ages the
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political and the moral laws of Moses were confounded together,

and all of them were supposed to be of perpetual obligation

upon all nations. These opinions, which might have been
useful in a purely agricultural state, were still indulged when a

change of manners required that this country should become
commercial. If we admitted the unlawfulness of taking interest

for money we might on the same principle condemn all kinds

of commerce, and even all profitable investment of capital.

Where is the difference between taking money for the use of

money, and taking money for the use of commodities that are

purchased with money ? If I lay out lOOZ. in the purchase of a

liouse, I am allowed to take rent for the use of that house.

Why, then, if I lend to a friend the 100?. with which he
purchases a house, am I to receive no remuneration ? If we are

not allowed to receive any money for the loan of money, why
are we allowed to receive money for the loan of a house or a

coach, or any other article ? An exorbitant charge for interest is

certainly unjust, but so is an exorbitant charge for anything else.

After it had been admitted that it was lawful to take interest

for the loan of money, the government thought proper to limit

the amount. In the reign of Henry VIII. interest was limited

to 10 per cent. James I. reduced it to 8 per cent. ; at which

rate it remained till the reign of Charles II., when it was

reduced to 6 per cent. ; and finally, in the reign of Queen Anne,

it was reduced to 5 per cent., in Ireland the legal rate of interest

being higher. However inapplicable these laws may be to our

own times, they were probably beneficial at the time they were

enacted. In our time capital has accumulated, money is

abundant, the lenders are numerous, hence competition is sure

to take place, and the value of money will be regulated in the

same way as that of any other commodity in the market. But,

in those times, the lenders were few, and might easily combine

to fix the rate of interest as they pleased. They had, in fact,

though not a legal, yet an actual monopoly, and hence it was

necessary that they, like other monopolists, should be placed

under restraint. In our times, it is the rate of profit which

regulates the rate of interest. In those times, it was the rate of

interest which regulated the rate of profit. If the money-lender

charged a high rate of interest to the merchant, the merchant

must have charged a high rate of profit on his goods. Hence,

a large sum of money would be taken from the pockets of the
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purchasers to be put into the pockets of the money-lenders.

This additional price, too, put upon the goods, would render the

public less able and less inclined to purchase them. The lav.s,

therefore, which restricted the rate of interest were, probably, in

those times, friendly to trade.

Sir Josiah Child, in his excellent Essay on Trade, accuses the

" new-fashioned bankers " of being " the main cause of keeping

the interest of money at least two per cent, higher than other-

wise it would be ; for, by allowing their creditors six per cent

,

they make monied men sit down lazily with so high an interest,

and not push into commerce with their money, as they certainly

would do, were it at four or three per cent., as in Holland.

This high interest also keeps the price of land at so low as

fifteen years' purchase. It also makes money scarce in the

country, seeing that the trade of bankers being only in London,

it very much drains the ready money from all other parts of the

kingdom."

That we may be able to judge of the truth of these accusa-

tions, it will be necessary to make some observations upon those

circumstances which influence the rate of interest.

It has been the opinion of most of our political economists,

that the rate of interest is regulated by the rate of profit. This

sentiment has, however, been attacked. It has been contended,

that the rate of interest is not influenced by the average rate of

profit, but by the quantity of moneyed capital in the market,

compared with the wants of the borrowers. In other words,

that the price of money is influenced by the proportion between

the demand and the supply.

This sentiment is undoubtedly right ; but it does not over-

throw the proposition against which it is advanced. The price

of money, or of the loan of money, is no doubt, like the price of

every other commodity, regulated at any particular time by the

proportion between the supply and the demand. But does not

the rate of profit regulate the supply and the demand ? Will
any commercial man borrow money when he must give a higher

interest for it than he can make profit by its use? Or will any
man lend money at a very low interest when, by engaging in

business, he can make a very high profit ? It is true that, on
particular occasions, and under particular circumstances, some
individuals may do tliis, but not permanently and universally.

It is obvious, then, that a high rate of interest, in proportion to
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profits, increases the supply of money, and diminislies the

demand; and a low rate of interest, in proportion to profits,

increases the demand for the loan of money, and diminishes the

supply. The rate of interest, therefore, is ultimately regulated

by the rate of profits.

When we say the price of cotton is regulated by the cost of

production, we do not mean to deny that the market price of

cotton is fixed by the proportion between the demand and the

supply. On the contrary, this is admitted ; but then it is con-

tended, that the supply itself is regulated by the cost of produc-

tion. If the market price of cotton were so low as not to furnish

to the grower a fair average of profit on the capital employed,

then would capital be removed, after a while, from the cultiva-

tion of cotton to some other employment. And if the price of

cotton were so high as to furnish more than a fair average of

profit, then, after a while, more capital would find its way into

that employment, the supply would be increased, and the prices

would fall ; but it is only by influencing the supply that

the cost of production has any effect upon the price. Thus,

although the cost of production may be the same for a number
of years, the price may be perpetually varying. The price

may, from a variety of causes, be in a state of constant

vibration: but it cannot 'permcunently deviate on one side or

the other much beyond the line marked out by the cost of

production.

It is the same with the interest of money. It is subject to

perpetual fluctuation from the proportion between the demand
and the supply, but it will not deviate far from the line marked
out by the rate of profit. For the rate of profit not only

infiuences the supply (as with cotton) but also influences the

demand.

The above reasoning is founded on the supposition that those

who borrow money, borrow it for the purpose of investing it in

trade, or of making a profit by its use. But this is not always

the case ; and is never the case with the - government of a

country, who always borrow for the purpose of spending. Now
we can form a judgment as to what portion of his profits a

merchant is willing to give for the loan of a sum of money, but

we can form no judgment as to the conduct of a profligate rake

who wants money to spend on his follies. A king or a government

is in the same state. They will borrow money as cheap as they
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can ; but, at all events, money they will have. We cannot,

therefore, infer that, because Charles II. gave, at times, to

the new-fashioned bankers, thirty per cent, for money, the

average rate of profit exceeded thirty per cent. May not, then,

these advances to the king have had the effect of raising the

interest of money, and thus justify the accusations of Sir Josiah

Child ?

When a number of commercial men borrow money of one

another, the permanent regulator of the rate of interest is the

rate of profit ; and the immediate regulator is the proportion

between the demand and the supply. But when a new party

comes into the market, who has no common interest with them,

who does not borrow money to trade with, but to spend, the

permanent regulator (the rate of profit) loses its influence, and

the sole regulator is then the proportion between the demand

and the supply. The loans to the king created a much greater

demand for money, and the rate of interest consequently rose.

These demands were to so great an amount, and were so

frequently repeated, that the rate of interest became per-

manently high. Many individuals would, no doubt (as Sir

Josiah Child states they did) withdraw their capitals from

trade, and live upon the interest of their money. And others,

who were in business, would employ their superfluous capital in

lending it at interest, rather than in extending their business.

Those commercial men who now wanted to borrow money must

give a higher interest for it than they did before. To enable

themselves to do this, they must charge a higher profit on their

goods. Thus then, in this artificial state of the money market,

it appears reasonable to suppose that the rate of interest may
have regulated the rate of profits, instead of the rate of profits

regulating the rate of interest, which is the natural state.

As the rate of interest is regulated by the proportion between

the demand and the supply of money, it will vary, not only in

different countries, but in different provinces of the same
country, according to the proportions found to exist. In the

London money market the rate of interest is usually much less

than in the country. The price of any commodity when
purchased in large quantities at a wholesale warehouse, is

always less than that at which it is retailed to the consumer.

So the price of the loan of money at the Stock Exchange,
where it is advanced in large masses upon government security,
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will always be less than when, advanced in small sums upon

individual security. A low rate of interest in London, however,

will, after a while, have the effect of lowering the rate of

interest in the country ujpon those securities which are negotiable

in London. For if the country banker insists on a high rate of

discount for bills drawn upon good London houses, the drawer

will send them to a bill broker in London, who will get them
discounted and remit the money to the drawer. But with

regard to those bills which are not payable in London, a higher

rate of discount may be obtained.

The cheapness of money in London has the effect of

diminishing the number of bills drawn upon London. A
London merchant who sends an order for goods to a country

manufacturer, instead of saying, "Draw upon me at two

months," will say, "Allow me the discount, and I will send

you the cash." If he can get an allowance of four per cent,

discount, and borrow the money in London at two per cent., he

will make an additional profit on this transaction. As the

surplus quantity of money in London thus becomes diffused

throughout the country, the rate of discount will gradually

advance in London and fall in the country.

Although a low rate of interest indicates the abundance of

capital, and hence may be considered as a favourable circum-

stance in the condition of any nation, yet it produces some

injurious effects : it occasions the removal of capital to foreign

countries; it weakens the inducements to frugality and ac-

cumulation ; and it encourages speculative and hazardous

undertakings. Persons who can obtain but a low rate of

interest for their money, are often induced to engage in

speculations which promise to yield a more profitable return.

All seasons of speculations have been preceded by a low rate of

interest.

In the year 1818, a select committee of the House of

Commons was appointed to consider of the effects of the laws

which regulate or restrain the interest of money, and to report

their opinion thereupon to the House. After examining twenty-

one witnesses upon the subject, the committee delivered the

following report :

—

" 1. iJesoZ«e(i,—That it is the opinion of this committee, that the laws

regulating or restraining the rate of interest have been extensively

evaded, and have failed of the effect of imposing a maximum on such
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rate; and that of late yeai's, from the constant excess of the market rate

of interest above the rate limited by law, they have added to the expense

incurred by borrowers on real security ; and that such borrowers have

been compelled to resort to the mode of granting annuities on lives,—

a

mode which has been made a cover for obtaining higher interest than

the rate limited by law, and has further subjected the borrowers to

enormous charges, or forced them to make very disadvantageous sales of

their estates.

" 2. Resolved,—That it is the opinion of this committee, that the con-

struction of such laws, as applicable to the transactions of commerce as at

present carried on, has been attended with much uncertainty as to the

legality of many transactions of frequent occurrence ; and, consequently,

been productive of much embarrassment and Utigation.

" 3. Resolved,—That it is the opinion of this committee, that the present

period, when the market rate of interest is below the legal rate, affords an

opportunity peculiarly proper for the repeal of the said laws."

In the Bill passed in 1833 for the renewal of the charter of

the Bank of England, a clause was introduced, which exempted

bills not having more than three months to run, from the

operations of the laws against usury.*

VI. Effect of Discounts on the Circulation.—The discounting

of bills, by banks of circulation, will have the same effect in

c'langing the currency as the deposit accounts, but will not

operate so rapidly. When a bill is discounted, the banker
issues his own notes to that amount ; and when the biU is paid,

he receives a part of the amount in gold, or silver, or in notes

of other banks. If, however, the bill be not a local bill, that is,

if it be not payable in the place in which the bank is es-

tablished, it will be paid in the currency of the place where it

is payable, and its payment will not have the effect of diminish-

ing the local currency.

While the issue of notes upon the deposit accounts depends
altogether upon the depositors, the issues in the way of discount

depend altogether upon the banker—he may discount, or not
discount, as he pleases. If he discounts with real capital, he
does not thereby increase the amount of the currency—for that
capital must, in some way or other, have been previously

employed. If he discounts with that portion of his banking
capital which is raised by deposits, he does not increase the
amount of the currency, but gives it increased rapidity. If he
discounts with that portion of his banking capital which is

* The laws ngainst usury have been repealed.
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raised by notes, he increases the amount of the currency. As
banks of circulation always issue their own notes, it would seem
that their discounting business was carried on exclusively with

this last description of capital, but it is not so. It is very

possible for a banker to issue his own notes for all the bills he

discounts, and yet nine-tenths of the bills in his possession shall

represent real capital. For, although in the first instance, the

banker's notes are given for the bill, yet these notes may not

stay in circulation until the bill becomes due : the bill may
have three months to run, the notes may return in three days.

If the notes given in exchange for the bills remain in circula-

tion until the bills become due, then do the discounts create a

banking capital equal to their own amount. But if the bills

have three months to run, and the notes remain out only one

month, then they create a capital to only one-third of their

amount, and the other two-thirds must consist of capital derived

from other sources. If the notes remain out beyond the time

the bill falls due, then do the discounts create a banking capital

beyond their own amount.

It may be observed, that in order to trace the effects of

banking, it is necessary to mark particularly the way in which

the bankers employ their money. It is not by the creation of a

banking capital, but by the way in which that capital is applied,

that the greatest effects are produced upon the currency, and

upon the trade and commerce of a country. Money employed

in discounting bills drawn for value will encourage trade—if

employed in discounting accommodation bills, it will promote

speculation—if advanced as dead loans to persons out of trade

it may lead to extravagance—if invested in the funds, it will

raise their price and reduce the market rate of interest—if kept

in the till, it will yield no profit to the banker, and be of no

advantage to the community.

SECTION XII.

CASH OKEDIT BANKS.

A CASH credit is an understanding on the part of the bank to

advance to an individual such sums of money as he may from

time to time require, not exceeding in the whole a certain

K
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definite amount ; the individual to whom the credit is given en-

tering into a bond, with securities, generally two in number, for

the repayment, on demand, of the sums actually advanced, with

interest upon each issue from the day upon which it is made.

A cash credit is, in fact, the same thing as an overdrawn

current account, except that in a current account the party

overdraws on his own individual security, and in the cash credit

he finds two securities who are responsible for him. Another

difierence is, that a person cannot overdraw his current account

without asking permission each time from the bank, whereas

the overdrawing of a cash credit account is a regular matter of

business ; it is, in fact, the purpose for vfhich the cash credit

has been granted.

The following considerations will show that a person who has

occasion for temporary advances of money will find it more ad-

vantageous to raise these sums by a cash credit than by having

bills discounted :

—

First. In a cash credit the party pays interest only for the

money he actually employs.

If a person wants to make use of 100?., and has a bill for 150Z.,

he will get the bill discounted, and thus pays interest for 50Z.

for which he has no use. But if he has a cash credit, he draws

only lOOZ., and pays interest for that amount.

Secondly. In a cash credit he can repay any part of the sum
drawn whenever he pleases.

If a trader has a bill for 150Z. discounted to-day, and should

unexpectedly receive 150Z. to-morrow, he' cannot rediscount the

bill, but has actually paid interest for money he does not want.

But if he draws 150Z. upon his cash credit account to-day, and
to-morrow receives 150?., he takes this money to the bank, and
will have to pay the interest upon 150?. for only one day.

Thirdly. In a cash credit he has the power of drawing when-

ever he pleases, to the full amount of his credit ; but in the

case of discounting bills, he must make a fresh application to

the bank to discount each bUl, and if the bank have at any time

more profitable ways of employing their money, or if they sus-

pect the credit of the applicant, they may refuse to discount,

but this would not be the case if he had a cash credit.

Fourthly. In a cash credit the party does not pay the interest

until the end of the year ; whereas, in the other case, he pays

the interest at the time the bill is discounted.
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Cash credits are granted not only upon personal security,

but also upon the security of the Public Funds.

This furnishes great facilities of raising money to those who
possess property which they are not disposed to sell. A person

who is a holder of government stock may sell out a portion to

supply his temporary necessities ; and when he wishes to

replace it he finds the price of stock has risen, and it will cost

him more money to repurchase than he received when he sold.

But if he transfers the stock to a bank as a security for a cash

credit, he may repay the money whenever he pleases ; and if,

in the mean time, the value of the security should have risen,

all the advantage will be his own.

The effects of cash credits are thus described by Adam
Smith :—

" The commerce of Scotland, wMch at present is not Tery great, was
still more inconsiderable when the two first banking companies were
established, and those companies would have had but little trade had they

confined their business to the discounting of. biUs of exchange. Th^y
invented, therefore, another method of issuing their promissory notes, by
granting what they call cash accounts, that is, by giving credit to the

extent of a certain sum (two or three thousand pounds, for example) to

any individual who could procure two persons of undoubted credit and
good landed estate to become surety for him, that whatever money should

be advanced to him within the sum for which the credit had been given

should be repaid upon demand, together with the legal interest. Credits

of this kind are, I believe, commonly grantediby banks and bankers in all

different parts of the world. But the e^sy terms upon which the Scotch

banking companies accept of repayment are; so far as I know, peculiar to

them, and have perhaps been the principal cause both of the great trade of

those companies, and of the benefits which the country has received from it.

" Whoever has a credit of this kind with one of those companies, and

borrows a thousand pounds upon it, for example, may repay this sum
piecemeal, by twenty and thirty pounds at a time, the company dis-

counting a proportional part of the interest of the great sum, from the

day on which each of those small sums is paid in, till the whole be in

this manner repaid. AU merchants, therefore, and almost aU men of

business, find it convenient to keep such cash accounts with them, and

are hereby interested to promote the trade of those companies by readily

receiving their notes in all payments, and by encouraging all those with

whom they have any influence to do the same. The banks, when their

customers apply to them for money, generally advance it to, them on

their own promissory notes. These the merchants pay away to the

manufacturers for goods ; the manufacturers to the farmers, for materials

and provisions; the farmers to their landlords for rent; the landlords

repay them to the merchants for the conveniences and luxuries with

which they supply them ; and the merchants again return them to the

K 2
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banks, in order to balance their cash accounts, or to replace what they

may have borrowed of them : and thus ahnost the whole money business

of the country is transacted by means of them. Hence the great trade of

those companies.
" By means of those cash accounts every merchant can, without im-

prudence, carry on a greater trade than he otherwise could do. If there

are two merchants—one in London and the other in Edinburgh, who

employ equal stocks in the same branch of trade, the Edinburgh merchant

can, without imprudence, carry on a greater trade and give employment

to a greater number of people than the London merchant. The London

merchant must always keep by him a considerable sum of money, either

in his own coffers, or in those of his banker, who gives him no interest for

it, ia order to answer the demands continually coming upon him for

payment of the goods he purchases upon credit. Let the ordinary amount

of this sum be supposed five hundred pounds. The value of the goods in

his warehouse must always be less by five hundred pounds than it would

have been had he not been obliged to keep such a sum unemployed. Let

us suppose that he generally disposes of his whole stock upon hand, or of

goods to the value of his whole stock upon hand, once in the year. By
being obliged to keep so great a sum unemployed, he must sell in a year

five hundred pounds' worth less goods than he might otherwise have done.

His annual profits must be less by all that he could have made by the sale

of five hundred pounds' worth more goods, and the number of people

employed in preparing his goods for market must be less by all those that

five hundred pounds more stock could have employed. The merchant in

Edinburgh, on the other hand, keeps no money unemployed for answering

such occasional demands. "When they actually come upon him he satisfies

them from his cash account with the bank, and gradually replaces the sum
borrowed with the money or paper which comes in from the occasional

sales of his goods. "With the same stock, therefore, he can, without

imprudence, have at all times in his warehouse a larger quantity of goods

than the London merchant, and can thereby both make a greater profit

himself and give constant employment to a greater number of industrious

people who prepare those goods for the market. Hence, the greater benefit

which the country has derived from this trade.

" The facility of discounthig bills of exchange, it may be thought,

indeed, gives the English merchants a convenience equivalent to the cash

accounts of the Scotch merchants. But the Scotch merchants, it must be

remembered, can discount their bills of exchange as easily as the English

merchants, and have, besides, the additional conveniency of their cash

account."*

—

Wealth of Nations, Book ii. chap. 2.

Query.—Is it better for a bank to make advances of money
. on cash credits, or by discounting bills of exchange ?

Bills of Exehangie versus Cash Credits.—1. Cash credits, when

* A fnller account of the system of cash credits will be found, further

on, in The Practice of Banking.
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once granted, cannot be called up, but bills of exchange soon
fall due, and you can refuse to discount again.

2. If you discount bills of exchange they can be rediscounted

to supply the bank with funds, if necessary, but advances on
cash credits cannot be replaced.

3. In case of a panic or a run upon the bank, the persons

having cash credits might have occasion to draw upon the bank,

and the notes would immediately be returned upon the bank
for payment in gold ; but you could refuse to discount bills of

exchange until the run was over.

Cash Credits versus BiUs of Exehange.—1. A higher interest

is charged upon cash credits than upon bills of exchange.

2. Cash credits, being of the nature of a permanent advance,

are more beneficial to the parties ; hence trade is more pro-

moted, and the benefit to the bank must ultimately be greater.

3. Parties having cash credits are more closely connected

with the bank, and hence would use their influence to prevent

any run upon the bank, and to promote the prosperity of the

bank.

4. The mode of recovering an advance upon a cash credit is

more summary and certain, as the bond can be put into execu-

tion immediately, but an action for the recovery of an unpaid

bill is very tedious, and may be frustrated by informality, &c.

A cash credit operates much in the same way as a discount

account and a current account combined. It resembles a dis-

count account inasmuch as a banker is usually in advance to his

customer. It resembles a current account, as it is required that

there be frequent operations upon it ; that is, that there be per-

petual payings in and drawings out of money. The bankers

expect that a cash credit shall maintain a banking capital

equal to its own amount. As the banker is usually in advance,

a cash credit can create no banking capital by means of de-

posits ; it can be done only by means of the notes. If then,

the operations on a cash credit are sufficient to keep in circula-

lation an amount of notes equal to the amount of the credit,

then it gives satisfaction to the banker ; but not otherwise.

Previous to granting a cash credit, the banks always make
inquiries to ascertain if this is likely to be the case ; and even

after it is granted it is liable to be called up if it has not ac-

complished this object. Hence, cash credits are denied to per-
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sons who have no means of circulating the banker's notes, or

who wish to employ the money as a dead loan. And in all

cases they are limited to such an amount as the party is sup-

posed to be capable of employing with advantage to the bank.

SECTION XIII.

LOAN BANKS.

Loan banks are banks formed for the purpose of advancing

loans upon articles of merchandize. Some are carried on for

the purposes of gain, others from motives of charity.

The Bank of England was empowered by its charter to carry

on the business of a loan bank. The following is the twenty-

sixth section of the Act :

—

" Provided that nothing herein

contained shall in anywise be construed to hinder the said

corporation from dealing in bills of exchange, or in buying or

selling of bullion, gold or silver, or in selling any goods, wares,

or merchandize whatever, which shall really and Ixma fide he

left or deposited with the said corforation for money lent or

advanced thereon, and which shall not be redeemed at the time

agreed on, or within three months after, or from selling such

goods as shall or may be the produce of lands purchased by

said corporation." In pursuance of the privilege granted by this

clause, the directors gave public notice that they wouldlend money

at four per cent., on "plate, lead, tin, copper, steel, and iron."

The Bank of Scotland was also authorized to act as a loan

bank. The following is one clause of the Act by which it was

established in 1795 :—" And it is further hereby statute and

ordained, that it shall be lawful for the said governor and com-

pany to lend, upon real or personal security, any sum or sums,

and to receive annual rent for the same, at six per cent., as

shall be ordinary for the time : as also that if the person

borrowing, as said is, shall not make payment at the term agreed

upon with the company, that it shall be lawful for the governor

and company to sell and dispose of the security or pledge by a

public roup, for the most that can be got, for payment to them
of the principal annual rents and reasonable charges, and return-

ing the overplus to the person who gave the said security or

pledge."
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The Eoyal Bank of Scotland were also empowered by their

charter, " to lend to any person or persons, bodies politic or

corporate, such sum and sums of money as they should think

fit, at any interest not exceeding lawful interest, on real or

personal security, artd particularly on fledges of any Jiind what-

soever, of any goods, wares, merchandizes, or other effects whatso-

ever, in such way and manner as to the said company should

seem proper and convenient."

" The Hibernian Joint-stock Loan Conipany," usually called

the Hibernian Bank, was formed in 1825, " for the purpose of

purchasing and selling annuities, and all public and other

securities, real and personal, in Ireland, and to advance money
and make loans thereof, on the security of such real and personal

security, at legal interest, and on the security of merchandize

and manufactured goods." This company, however, has never

carried on the business of a loan bank, but has confined its

transactions to the business of a commercial bank. It has not

the power of issuing notes, but it is a bank of discount and of

deposit.

Capital advanced, by way of loan, on the securities of mer-

chandize, would produce the same effects as if advanced in the

discounting of bills. If a party borrows lOOZ. on the security

of his merchandize, it is the same as though he had sold his

merchandize for a lOOZ. bill, and got it discounted with the

banker. By obtaining this advance he is enabled to hold over

this merchandize for a better market, and avoids a sacrifice

which, otherwise, he might be induced to make, in order to raise

the money for urgent purposes.

Every advance of money by a banker, let it be made in what

way soever, is in fact a loan. To discount a 1001. bill that has

three months to run, is much the same as to lend that amount

for three months. The difference is, that the banker has two

or more securities instead of one—the time of repayment is

fixed ; and the interest on the whole sum is paid at the time it

is advanced. But let one trader draw bills upon his customers,

and take them to the bank for discount—let another trader give

his customers three months' credit without drawing bills, and

borrow of the banker the amount of the goods sold ; it is obvious

that in each case the traders receive the same accommodation,

and the effect on commerce will be the same. The bill is

merely a transfer of the debt from the draiwer to the banker.
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with the drawer's guarantee. Cash credits are loans—the

amount of the loan varies every day, but the maximum is fixed.

If a trader who has a cash credit for 500Z. has always 300Z.

drawn out, it is nearly the same thing as though he had a loan

for 300Z. The advantage to him is, that he can draw exactly

such a sum as he may need—that he can replace it whenever he

pleases, and in such portions as he may find convenient ; and he

pays interest only for the sum drawn out. It is unnecessary to

say that overdrawn accounts, mortgages, and all advances of

money on pledges or securities of any kind are loans.

It is contrary to all sound principles of banking for a banker

10 advance money in the form of permanent loans, or as they

are called, dead loans. In the first place, those dead loans do

not create any banking capital—and, secondly, they cannot

be suddenly called up. For a banker to lend out his banking

capital in the way of permanent loan is obviously imprudent, as

he knows not how soon that capital may be taken out of his

hands ; and it is almost equally imprudent to advance his real

capital in that way, as the real capital ought to be kept in a

disposable form, so that it may be rendered available in case of

any sudden contraction of the banking capital. The investing

of money in the public funds is not strictly an operation of bank-

ing. It does not increase the banking capital. Yet it is neces-

sary that a banker should, lay out some portion of his capital in

this way, because he can so easily realize the money in case a

run should be made upon his bank. The portion thus invested

is probably less productive than any other part of his capital,

except the sums kept in his till to meet occasional demands.

Sometimes, however, a rise in the funds will be the means of

affording him a considerable profit.

The second class of loan banks arose from motives of charity.

These institutions were first established in the fifteenth cen-

tury, for the purpose of checking the extortions of usurers, by
lending money to the poor upon pledges, and without charging

interest.* They were originally supported by voluntary contri-

butions; but as these were found insufficient to support the

necessary expenses, it became necessary that the borrowers

should be charged interest for the loans. These banks were at

first distinguished by being called monies pietatis. It appears

that the word mont, or mount, was at an early period applied
* Seo Beckmann's History of Aijpient lustitutions.
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to any pecuniary fund, and it is probable that the promoters of
this system added " pietatis " to give it an air of religion, and
thus to procure larger subscriptions. A bank of this kind was
formed at Perugia in the year 1464 ; another at Eome in 1539

;

one at Naples, which was considered the greatest in Europe, in

the following year, and it took the name of hanco dei jpoveri—the

bank of the poor. These institutions were opposed in France,

An attempt was made to introduce them under Louis XIII. in

1626, but the managers were threatened with punishment, and
the undertaking was relinquished. The Mont de Piote, at

Paris, was established in the .year 1777 ; and so largely has the

public taken advantage of the accommodation this afforded, that

it has been known to have in its possession forty casks filled with

gold watches.

These banks were not only called Mounts of Piety, but they

were also called Lombards, from the name of the original

bankers, or money-lenders. A loan-bank, or a Lombard, was
established in Russia in 1772,* to prevent the usury and the

oppression to which the poor were exposed, and the profit was
given to the foundling hospital of St. Petersburg. The
" Lombard " lent on gold and silver three fourths of the value,

on other metals it lent one half the value, and on jewels as much
as the circumstances of the times would allow, the estimate

being made by sworn appraisers. The rate of interest was

established throughout the empire, in 1786, at five per cent.

At the Lombard, one year's interest is taken in advance. Pledges

that are forfeited are publicly sold; and if they produce more

than the loan, the interest, and the charges, the overplus is given

to the owners.

In 1695, Sir Francis Brewster published his Essay on Trade

and Navigation, " printed for T. Cockerell, at the Three Legs,

in* the Poultry, over against the Stocks-market." He has a

section upon " Banks and Lumbers."! He recommends that in

every shire a bank should be erected by Act of Parliament ; and

he states that it would be " the most effectual way for suppress-

ing highwaymen ; for that no man need travel with more than

pocket-money for his expenses, when he may have bank tickets

to any part of the kingdom where he goes." He afterwards

observes, "that lumbers for poor artizans and others is an

appendix to banks, and may by funds out of them in each

* Oddy, on European Commerce. t Lumbers, i.e., Lombards.
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county be supplied so as that the poor men have money to carry

on their trade and employment on the pawns that may be so

easy, and with the advantage of selling in public sales what

they leave in pledge. And that what they borrow should be

of more advantage and easy to them than if the money were lent

them gratis, and may be of great use in the employment, and

encouraging the manufactures of the nation, which are much dis-

couraged by the necessities and hardships that are put upon the

poor."

Loan banks, for charitable purposes, have, for a consider-

able time past, existed in Ireland., A voluntary association of

this kind was established in the year 1756. This society was

incorporated in 1780, under the title of " The Charitable

Musical Society." They had their meetings at St. Ann's vestry-

room, Dublin, on the first and second Tuesday in every month,

for the purpose of lending money, interest free, to indigent

tradesmen, in sums of not less than two pounds to any one

person at one time, which sums are to be repaid at sixpence in

the pound, weekly.

The Meath Charitable Loan Society was established in 1807.

The committee of managers lent sums, not under five, and not

exceeding twenty pounds, free of interest, to be repaid by weekly

instalments of Is. Qd. for 51.; 3s. for \0l.; 6s. for 20Z. Dona-
tions of 10?. and upwards being vested in government securities,

the interest only to be applicable to the fund, or thrown into

the fioating capital, at the option of the donor.

It seems highly desirable that in England also charitable

loan banks should be taken under the protection of the legis-

lature. These institutions might be organized in the same
manner as savings' banks. In most parts of England there are

probably some persons of affluence who would become personally

bound for -the repayment of such sums as the government
might be disposed to advance ; or, in other parts, the necessary
funds might be raised by private donations. The funds might
be employed in such a way as the committee might deem best

adapted to promote the object of the institution. The loans

might be made either in money, in raw produce, or in imple-

ments of labour. These might be recovered, if necessary by
summai-y process. The state would thus become the Bank of

the Poor. It would sustain the same relation to the humbler
classes which ordinary banks sustain to the commercial classes.
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It would be an intermediate party between the borrowers and
the lenders. It could borrow, by means ofsavings' banks, from
those who had money to lend ; and lend, by means of loan
banks, to those who wished to borrow.

SECTION XIV.

savings' banks.

Savings' banks are banks formed to promote saving.—They
are purely banks of deposit ; they differ, however, from other
banks of deposit in the following particulars :—First. Very
small sums are received as deposits.—Secondly. All the
money deposited is lent, upon interest, to the government.

—

Thirdly. The depositors are restricted as to the amount of
their lodgments ; these restrictions are designed to exclude from
the bank all except the humbler classes of the community.
Loan banks, or institutions for lending money to the poor,

are of ancient date; but savings' banks, or institutions for

borrowing money of the poor, are entirely of modern inven-

tion. They were first urged upon the attention of the public

and the legislature of this country, in the years 1815 and 1816,
by the late Eight Hon. George Eose. In his pamphlet upon
the subject, he thus traces the origin of these establishments :

—

" The idea was flist suggested by the society for bettering the condition

of the poor, of which I have long been a member, and it has been acted

upon in Edinburgh and Bath with such a degree of talent, zeal, and
perseverance, as to manifest the great advantage of it.

"In other parts of Great Britain, however, the principle has been
acted upon on a smaU scale, especially in Scotland, where the parochial

institutions for saving are called Maneges ; so fuU an account of these is

given by Mr. Dimcan, the early promoter of them, as to render it quite

tmnecessary to enter on any particulars respecting them here. But how-
ever well intended they are, there are strong objections to them. In any
event, extended establishments are infinitely more to be desired, on account

of the preferable management of them, as well as for the safe custody of

the money. By a large district being included, gentlemen of property are

found to become trustees and managers ; and a fund is easily furnished

by small voluntary subscriptions at first, and by the surplus of the

interest allowed to the depositors afterwards, to meet all the expenses of

the institution.

" Since the first publication of these observations, a controversy has
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arisen by Mr. Duncan, the promoter of the parochial banks, insisting upon
his having (by the establishment of the one at EuthweU) been the first to

bring the banks for savings into notice, in an address to Mr. Forbes, a

gentleman of the highest respectability in Edinburgh, who was a zealous

promoter of the banks there. The truth is, that the two establishments

are perfectly dissimilar, as above stated, which wiU appear more manifestly

to whomsoever will take the trouble of reading the pamphlet of Mr. Duncan
and the answer of Mr. Forbes to it. As far as respects Scotland, it would

seem that the Edinburgh plan has the merit of priority,/orgeneral advantage

;

but it may be hoped that in future there may be no contention, except how
the pubUc can be most benefited—it is of very little importance ficom

whence the suggestion originated."

Mr. Rose proceeds to explain in detail tlie nature of these

institutions, and points out the advantages they may be expected

to confer upon different classes of the community :

—

" Apprentices, on first coming out of their time, who now too frequently

spend all their earnings, may be induced to lay by five shilliags to ten

shillings a week, and sometimes more, as in many trades they earn from
twenty-four shillings to fifty and sixty sMUings a week.

" The same observation applies, though somewhat less forcibly, to

journeymen in most trades (whose earnings are very considerable) from
not beginning so early, and to workmen in several branches. "With

respect to these, it has been made evident to me, and to many members
who attended the mendicity committee in a former session of parhament,
that in numerous instances when the gains have been as large as above

stated, the parties have been so improvident as to have nothing in hand
for the support of themselves and families when visited with sickness, and
have consequently with their families fallen immediately upon the parish.

In some instances the tools and implements of their trade have been
carried to the pawnbroker during illness, whereby difficulties were thrown
in the way of their labour being resumed on the restoration of health.

" Domestic servants, whose wages are frequently more than sufficient for

their necessary expenses.

" Carmen, porters, servants in lower conditions, and others may, very
generally, be able to make small deposits, without finding the slightest

inconvenience from the diminution of their income occasioned thereby.
" With respect to day labourers, the full advantage cannot be expected

to be derived at first, as far as relates to married men with families : it too
frequently happens that when there are two or three children, it is aU
that the father can do to support himself and those dependent upon him
with his utmost earnings ; but the single man, whose wages are lie same
as those of his married fellow-laboxirers, may certainly spare a small
weekly sum, by doing which he* would, in a reasonable time, have saved
enough to enable him to marry with a hope of never allowing any one
belonging to him to become a burthen to the parish.

" Nothing is so hkely as a plan of this sort to prevent early and impro-
vident marriages, which are the cause, more than any others, of the heavy
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burthen of the poor rates. When a young single man shall acquire the

habit of saTing, he will be likely to go on till he shall get together as much
as wUl enable him to make some provision towards the support of a family,

before he thinks of marrying.

" The welfare of the lower classes of society cannot be a matter of

indifference to any, nor can it be doubted that their situation will be

ameliorated by the adoption and promotion of these banks. The industry,

sobriety, and economy among the lower orders of the people will thus be

promoted by their being encouraged to make little savings for a provision

against want and distress ; and their moral improvement will be advanced,

while their social comfort is augmented. By the plan which I here

recommend, this beneficent and most important object will be obtained at

no expense to the higher orders, or at so trifling a one as to be utterly

unworthy of notice.

" This plan has in it the germ of valuable moral principles, and if it can

be fairly brought into action, will tend more than anything to lessen the

enormous and increasing burthen on the middle and higher classes, and

at the same time to infuse into the minds of the lower order a legitimate

spirit of independence. Its merits are so well expressed where its

advantages were early experienced, that I cannot do so well as to quote a

few words from one of the Edinburgh reports :
—

' It secures independence

without inducing pride—it removes those painful misgivings which render

the approaches of poverty so appalling, and often paralyze the exertions

that might ward off the blow. It leads to temperance and the restraint of

all disorderly passions, which a wasteful expenditiu'e of money nourishes.

It produces that sobriety of mind and steadiness of conduct which afford

the best foundation for the domestic virtues in humble life. The effects

of such an institution as this upon the character of the people, were it to

become universal, would he almost inappreciahle.'

"

In the year 1817, Mr. Eose obtained an Act of Parliament,

entitled, " An Act to encourage the establishment of Banks for

Sayings in England." About the same time an Act was passed,

entitled, " An Act to encourage the establishment of banks for

savings in Ireland ;" the provisions of which were similar to the

preceding.

The establishment of Post-office Savings' Banks in 1861

(24 Vic. c. 14) has, by the greater facilities, and by the un-

doubted security which they afford, largely reduced the number

of the (old) savings' banks, and still more largely the funds

lodged in them. G-overnment and the public are indebted to

Mr. Sikes, manager of the Huddersfield Banking Company, for

the suggestion, and for an outline of the plan, as well, of making

the Money Order Offices contributory to the development of

savings' banks.

Scotland has always had the advantage of savings' banks by
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means of tlie deposit system, which is a regular branch of the

business of the commercial banks. The deposit system of bank-

ing is universally considered to be one cause of the prudence

and frugality by which the lower classes of the people of Scot-

land are distinguished.

In every point of view the savings' banks appear calculated

to produce unmingled good. They extend to persons of small

means all the benefits of banking. The industrious have thus

a place where their small savings may be lodged with perfect

security from loss, and with the certainty of increase. They

tend to foster that disposition to accumulate which is usually

associated with temperance and prudence in all the transactions

of life. Upon the mercantile interests of society they have the

same effect as commercial banking. The various small sums

which were previously lying unproductive in the hands of many
individuals, are collected into one sum and lodged in the public

funds. The tendency of this, in the first place, is to raise the

price of the funds. This advanced price may cause some of the

holders to sell out and to employ their money in trade and com-

merce. Thus the savings' banks augment the productive capital

of the nation.*

It is much to be regretted that the advocates for savings'

banks should ever have proposed these institutions as substi-

tutes for benefit societies. Cannot the interest of one excellent

institution be promoted but at the expense of another ? Savings'

banks are a useful addition to benefit societies, but cannot

supply their place. A labourer pays to a benefit club about

thirty shillings per annum, and for taat payment he receives

about eight shilhngs per week during the time of illness. If

this sum be lodged in a savings' bank, how soon will a few

weeks' illness exhaust the whole. It is no doubt the revelling

and excess that have too often attended the meeting of benefit

societies at public houses that have given rise to objections

against them. It may be expected, however, that as our
labourers and mechanics become better instructed these excesses

will be avoided.

* The funds lodged in savings' banks at the end of the year 1864 amounted
to 39,417;995i ; this being less by 1,840,3732 than in I860, the last year before

the institution of post-office savings' banks ; but the funds lodged in these post-

office banks amounted, at the end of 1864, to 4,993,124?.—^nnttai Slatistieal

Abstract of Progress of the United Kingdom.
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But while savings' banks do not supersede benefit societies,

neither do benefit societies supersede the necessity for savings'

banks. The benefit society is of use only in case of illness

—

in no other case has a member any claim upon its funds. He
cannot draw out money to support his wife, to furnish his house,

or to educate his children. The benefit societies are only to

guard against calamity, not to increase enjoyment. By these,

labourers may be saved from the parish workhouse, but they

must also become depositors in a savings' bank if they wish to

acquire independence.*

The last returns of savings' banks, which brings up their

accounts to the end of 1869, shows that at this date the number of

banks closed were, in England, 119 ; in Wales, 9 ; in Scotland, 6

;

in Ireland, 11 ; giving a total of 145 banks closed. The number
of depositors' balances, on 20th of November, previous to date

of notice to close, was, in England, 134,183 ; in Wales, 3,280

;

in Scotland, 2,034 ; in Ireland, 2,082. The amounts of the

balances were, in England, 3,083,648Z. 14s. Qd.; in Wales,

72,147Z. 18s. 2d.; in Scotland, 19,944Z. 4s. U.; in Ireland,

52,527Z. 17s. 8d. Thus the total number of depositors' balances

throughout the United Kingdom, in the banks about to close,

was 141,579, the total amount, 3,228,268^. 14s. &d. The number
of accounts thence transferred to post-office savings' banks was, in

England, 73,911 ; in Wales, 782; in Scotland, 238 ; in Ireland,

360 : total number, 75,291. The amounts transferred were, in

England, 1,785,552Z. 13s. %d. ; in Wales, 20,110Z. 8s. ; in Scot-

land, 634Z. 9s. M. ; in Ireland, 10,037Z. 9s. M. : total amount

1,816,335Z. Os. 5^. These amounts were transferred by transfer

* By the Act of Parliament, 26 & 27 Vict., c. 87, the law relating to savings'

banks is materially altered. The Act 27 & 28 Vict., c. 43, relates to Government

Insurances and Annuities. It extends the limit of deferred annuities, previously

fixed at 30Z., to 501. ; whilst the sum required to purchase such annuity is ren-

dered payable in smaller instalments and at shorter periods. By the Act,

29 Vict. c. 5., power is given to the Treasury to substitute terminable annuities for

capital stock, standing in savings' banks' accounts, to an amount not exceeding

2,500,000Z. ; the annuities to be terminable at a period not exceeding thirty years

:

the capital stock thus provided for to be cancelled, and the dividends to cease.

The terminable annuities are to be provided for from the Consolidated Fund, and

the Treasury may vary the periods at which payments are to be made. The

Treasury have also power to cancel such further sums of capital stock as may be

held by the Commissioners for the Beduotion of the National Debt, substituting

terminable annuities as they may from time to time deem expedient. Plain rules

for the guidance of persons desiring to insure their lives, or to purchase govern-

ment annuities, can be obtained at various post-offices, and without charge.
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certificates only ; but in addition to them, it is estimated by the

post-office authorities that 194,000?. were paid in cash by about

9,800 of the depositors in these closed savings' banks to the post-

office savings' banks.

The total amount received from and paid to depositors in the

post-office savings' banks throughout the United Kingdom, and

of the computed capital of those savings' banks at the end of

1869, was:—received (including interest), 6,084,61 OZ.; paid,

4,227,056Z. ; computed capital, 13,524,209?.

The total amount, according to official returns made up to

the same date, received and paid by savings' banks under

trustees, from and to depositors, was :—received, 7,667,735?.

;

paid, 7,857,091?. ; and their computed capital, 37,500,522?.—

which last amount, added to the computed capital of the Post

Office savings' banks, exhibits the gratifying fact of no less a

total than the immense sum of 51,024,731?. prudentially in-

vested in these admirable banks of deposit by the humbler

classes of the United Kingdom.



THE PRACTICE OF BANKING.

Pabt I.—of practical BANKING.

SECTION I.

THE NATURE OF BANKING.

" What is it that we call a Banker ? There is in this city a

company or corporation, called goldsmiths, and most of those

called bankers are of that corporation ; but so far as I know,

there is not a company or corporation in England called

bankers, nor has the business any definition or description

either by common law or by statute. By custom we call a

man a banker who has an open shop, with proper counters,

servants, and books, for receiTing other people's money, in

order to keep it safe, and return it upon demand ; and when
any man has opened such a shop we call him a banker, without

inquiring whether any man has given him money to keep or

no : for this is a trade where no apprenticeship is required, it

having never yet been supposed that a man who sets up the

trade of banking could be sued upon the statute of Queen

Elizabeth, which enacts, that none shall use any art or mystery

then used, but such as have served an apprenticeship in the

same." *

A banker is a dealer in capital, or more properly a dealer in

money. He is an intermediate party between the borrower and

the lender. He borrows of one party, and lends to another

;

and the difference between the terms at which he borrows and

those at which he lends, forms the source of his profit. By this

means he draws into active operation those small sums of money

which were previously unproductive in the hands of private

* Speech, delivered in the House of Commons, in 1746.—See the Loudon

Magazine for that year, page 120.

L
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individuals ; and at the same time furnishes accommodation to

those who have need of additional capital to carry on their

commercial transactions.

Banks have been divided into private and public. A private

bank is that in which there are but few partners, and these

attend personally to its management. A public bank is that in

which there are numerous partners, and they elect from their

own body a certain number, who are entrusted with its manage-

ment. The latter are usually called Joint-stock banks.

The business of banking consists chiefly in receiving deposits

of money, upon which interest may or may not be allowed ;—in

making advances of money, principally in the way of discount-

ing bills ;—and in effecting the transmission of money from one

place to another. Private banks in metropolitan cities are

usually the agents of the banks in the provinces, and charge a

commission on their transactions. In making payments many
country banks still issue their own notes.

The disposable means of a bank consist of—First, the capital

paid down by the partners, or shareholders. Secondly, the

amount of money lodged by their customers. Thirdly, the

amount of notes they are able to keep out in circulation.

Fourthly, the amount of money in the course of transmission

—

that is, money they have received, and are to repay, in some
distant place, at a future time.

These disposable means are employed—First, in discounting

bills. Secondly, in advances of money in the form of cash

credits, loans, or overdrawn accounts. Thirdly, in the purchase

of government or other securities. Fourthly, a part is kept in

the banker's till, to meet the current demands. Of these four

ways of employing the capital of a bank, three are productive,

and one is unproductive. The discounting of bills yields interest

—the loans, and the cash credits, and the overdrawn accounts,

yield interest—the government securities yield interest—^the

money in the till yields no interest.

The expenses of a bank may be classified thus : rent, taxes,

and repairs of the house in which the business is carried on

;

salaries of the officers ; stationer's bill for books, paper, notes,

stamps, &e. ; incidental expenses, as postages, coals, &c.

The profits of a bank are that portion of its total receipts

—

including discount, interest, dividends, and commission—which
exceeds the amount of the expenses.
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SECTION II.

THE UTILITY OF BANKING.

In the first place, banks are useful as places of security for the

deposit of money. The circumstance which gave rise to the

business of banking in this country, was a desire on the part of

the merchants of London to obtain a place where they might

lodge their money in security. Every one who has had the

care of large sums of money knows the anxiety which attends

their custody. A person in this case must either take care of

his money himself, or trust it to his servants. If he take care

of it himself, he will often be put to inconvenience, and will

have to deny himself holidays and comforts, of which a man
who is possessed of much money would not like to be deprived.

If he entrust it to others, he must depend upon their honesty

and their ability. And, although in many important cases a

master is compelled to do this, yet he does not feel the same

satisfaction as if the money was actually under his own care.

Some instances of neglect or of dishonesty will necessarily occur,

and these will occasion suspicion in reference to other parties

against whom no suspicion ought to be entertained. Besides,

in both these cases, the money is lodged under the owner's own

roof, and is subject to thieves, to fire, and to other contingencies,

against which it is not always easy to guard.

AU these evils are obviated by means of banking. The owner

of money need neither take the charge of it himself, nor trust.

to his dependents. He can place it in the hands of his bankers.

They are wealthy men, and are responsible to him for the

amount. If they are robbed, it is no loss to him : they are

pledged to restore to him the amount of his deposit when he

shall require it. Whenever he wants money he has only to

write an order, or draft, upon his banker, and the person to

whom he is indebted takes the draft to the bank, and without

any hesitation or delay receives the money.

2. The bankers allow interest for money placed in their hands.

By means of banking, the various small sums of money which

would have remained unproductive in the hands of individuals,

are collected into large amounts in the hands of the bankers,

who employ it in granting facilities to trade and commerce.

L 2
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Thus banking increases the productive capital of the nation.

At the origin of banking, " the new-fashioned bankers," as they

were called, allowed a certain rate of interest for money placed

in their hands. The banks of Scotland carry this practice to

the greatest extent, as they receive upon interest so low an

amount as ten pounds, and also allow interest on the balance

of a running account. Many of the country bankers in England

allow interest on the balance of a running account, and charge

commission on the amount of the money withdrawn. The

London bankers generally do not allow interest on deposit, but

neither do they charge commission. All their profits are derived

from the use of their customers' money. The banks of Scotland

do not charge commissioB, although they allow interest on

deposits ; but then those banks have a profit by the issue of

their notes. The London bankers do not issue notes.

3. Another advantage conferred upon society by bankers is,

that they make advances to persons who want to borrow money.

These advances are made—^by discounting bills—upon personal

security—upon the joint security of the borrower and two or

three of his friends—and sometimes upon mortgage. Persons

engaged in trade and commerce are thus enabled to augment

their capital, and consequently their wealth. The increase of

money in circulation stimulates production. When bankers are

compelled to withhold their usual accommodation, both the

commercial and the agricultural interests are pl\mged in ex-

treme distress. The great advantage arising to a neighbourhood

from the establishment of a bank, is derived mainly from the

additional supplies of money advanced in the form of loans, or

discounts, to the inhabitants of the place. This principle is so

well understood in Scotland, that branch banks are sometimes

established in poor districts, with a view of obtaining a future

profit from the prosperity which the bank will introduce.*

4. Another benefit derived from bankers is, that they trans-

mit money from one part of the country to another.

There is scarcely a person in business who has not occasion

sometimes to send money to a distant town. But how is this to

be done ? He cannot send a messenger with it on purpose

—

that would be too expensive. He cannot send it by post—^that

would be too hazardous. Besides, the sum may be some fraction

* Evidence before the Select Committee of the House of Commons, upon the

Abolition of Small Notes, p. 43. Report.
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of a pound, and then it cannot go by post. The post, too, takes

a considerable time, as three letters at least must pass on the

transaction. If he live in London he may obtain a bank post

bill, but he cannot obtain that in the country ; and he may not

be able to obtain it in London for the exact sum he wants.

How, then, is the money to be sent ? Every country banker

opens an account with a London banker. If, then, a person

lives at Penzance, and wants to send a sum of money to Aber-

deen, he will pay the money into the Penzance bank, and his

friend will receive it of the Aberdeen bank. The whole trans-

action is this: the Penzance bank will direct their agent in

London to pay the money to the London agent of the Aberdeen

bank, who will be duly advised of the payment. A small com-

mission charged by the Penzance bank, and the postages, con-

stitute all the expenses incurred, and there is not the least risk

of loss.

Commercial travellers, who go collecting money, derive great

advantage from the banks. Instead of carrying with them,

throughout the whole of their journey, all the money they have

received, when perhaps it may be wanted at home, they pay it

into a bank, by whom it is remitted with the greatest security,

and at little expense; and they are thus delivered from an

incumbrance which would have occasioned great care and

anxiety.

5. Wherever a bank is established, the public are able to

obtain that denomination of currency which is best adapted for

earrpng on the commercial operations of the place. In a town

which has no bank, a person may have occasion to use small

notes, and have none but large ones ; and at other times he

may have need of large notes, and not be able to obtain them.

But where a bank is established there can be no difiSculty of

this kind. The banks issue that description of notes which the

receivers may require, and are always ready to exchange them

for others of a different denomination. Banks, too, usually

supply their customers and the neighbourhood with silver ; and

if, on the other hand, silver should be too abundant, the banks

wiU receive it, either as a deposit, or in exchange for their notes.

Hence, where banks are established, it is easy to obtain change.

This is very convenient to those who have to pay large sums in

wages, or who purchase in small amoimts the commodities in

which they trade.



150 The Utility of Banking.

6. By means of banking there is a great saving of time in

making money transactions. How much longer time does it

take to count out a sum of money in pounds, shillings, and

pence, than it does to write a draft. And how much less trouble

is it to receive a draft in payment of a debt, and then to pay

it into the banker's, than it is to receive a. sum of money in

currency. What inconveniences would arise from the necessity

of weighing sovereigns. What a loss of time from disputes as

to the goodness or badness of particular pieces of money.

Besides the loss of time that must necessarily occur on every

transaction, we must also reckon the loss which every merchant

or tradesman, in an extensive line of business, would certainly

Sustain in the course of a year from receiving counterfeit or

deficient coin, or forged notes. From all this risk he is exempt

by keeping a banker. If he receive payment of a debt, it is in

the form of a draft upon his customer's banker. He pays it

into his own banker's, and no coin or bank notes pass through

his hands. If he draws bills, those bills are presented by his

banker : and if his banker take bad money it is his own loss.

7. A merchant or tradesman who keeps a banker saves the

trouble and expense of presenting those bills or drafts which he

may draw upon his customers, or which he may receive in

exchange for his goods. He pays these into the hands of his

banker, and has no further trouble. He has now no care about

the custody of his bills—no anxiety about their being stolen

—

no danger of forgetting them until they are over-due, and thus

exoneration the indorsers—^no trouble of sending to a distance

in order to demand payment. He has nothing more to do than

to see the amount entered to his credit in his banker's books.

If a bill be not paid it is brought back to him on the day after

it falls due, properly noted. The banker's clerk and the notary's

clerk are witnesses ready to come forward to prove that the bill

has been duly presented, and the notary's ticket attached to

the bill assigns the reason why it is not paid. But if any

indorser of the bill has given a reference in case of need—that

is, if any indorser has written on the back of the bill that some

other party will pay it in case the accepter does not, then the

notary takes the bill to the referee, and procures the money
from him.

This circumstance alone must cause an immense saving ot

expense to a mercantile house in the course of a year. Let
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us suppose that a merchant has only two bills due each day.
These bills may be payable in distant parts of the town, so that
it may take a clerk half a day to present them. And in large
mercantile establishments it would take up the whole time of
one or two clerks to present the due bills and the drafts. The
salaries of these clerks are therefore saved by keeping an
account at a banker's. Besides the saving of expense, it is

also Reasonable to suppose that losses upon bills would some-
times occur from mistakes, or oversights—from miscalculation

as to the time a bill would become due—from errors in marking
it up—from forgetfulness to present it—or from presenting it

at the wrong house. In these cases the indorsers and the

drawers are exonerated ; and if the accepter do not pay the bill

the amount is lost. In a banking-house such mistakes are not
so likely to occur, though they do occur sometimes; but the
loss falls upon the banker, and not upon his customer.

8. Another advantage from keeping a banker in London is,

that by this means you have a continual referee as to your
respectability. If a mercantile house in the country write to

their agent, to ascertain the respectability of a iirm in London,

the first inquiry is, "Who is their banker? And when this is

ascertained, the banker is applied to through the proper channel,

and he gives his testimony as to the respectability of his cus-

tomer. When a trader gives his bill, it circulates through the

hands of many individuals to whom he is personally unknown

;

but if the bill is made payable at a banking-house, it bears on

its face a reference to a party to whom the accepter is known,

and who must have some knowledge of his character as a trades-

man. This may be an immense advantage to a man in business,

as a means of increasing his credit ; and credit. Dr. Franklin

says, is money.

9. The keeping an account at a banking-house enables a

trader not only to give a constant reference as to his own
respectability, but it also enables him to ascertain the re-

spectability of other persons who keep bankers. There are

numerous cases in which a trader may wish to know this. A
stranger may bring him a bill, and want goods in exchange

:

or he may have drawn a bill upon a customer, and wishes to

ascertain if this bill would be paid before he gave him any

further credit. If this bill is not made payable at a banking-

house he can obtain no information. But suppose the bill is
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made payable at a banking-house ; even then he can obtain no

information unless he himself has a banker. If he take the bill

to the banker's, at whose house it is made payable, and say,

" Gentlemen, I will thank you to inform me if the accepter of

this bill be a respectable man—May I safely give goods or

money in exchange for it ? " They will reply, " Sir, we never

answer such questions to strangers." But if the holder of thLs

bin keeps an account at a banker's, he has only to ask his

banker to make the inquiry for him, and he will easily obtain

the most ample information. Among nearly all the bankers in

London the practice is established of giving information to each

other as to the respectability of their customers. For as the

bankers themselves are the greatest discounters of bills, it is

their interest to follow this practice ; and indeed the interest of

their customers also, of those at least who are respectable.

10. By means of banking, people are able to preserve an

authentic record of their annual expenditure.* If a person

pays in to his banker all the money he receives in the course

of a year, and makes all liis payments by cheques—then by

looking over his bank-book at the end of the year he will

readily see the total amount of his receipts, and the various

items of his expenditure. This is very useful to persons vAo
have not habits of business, and who may therefore be in

danger of living beyond their means. It is useless to advise

such persons to keep an account of their expenses—^they will

do no such thing ; but when short of money at Christmas to

pay their tradesmen's bills, they may take the trouble of

looking over their bank-book, and noticing how many cheques

were drawn for the purchase of unnecessary articles. A bank
account is useful also in case of disputed payments. People

do not always take receipts for money they pay to their

tradesmen, and when they do the receipts may be lost or

mislaid. In case of death, or of omission to enter the amount
in the creditor's books, the money may be demanded again.

Should the payment have been made in bank notes or

sovereigns, the payer can offer no legal proof of having settled

the account ; but if the account was discharged by a cheque on

a banker, the cheque can be produced, and the payment proved

» In the year 1849 a dommittee of investigation into the affairs of a lailwav

company reported that the company had kept no books for eighteen mouths,
and knew their transactions only from their bankers' pass-book.
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by the oflScers of the bank, who can be subpoenaed for that

purpose.

11. Another advantage resulting from keeping a banker in

London, is, that the party has a secure place of deposit for any
deeds, papers, or other property that may require peculiar

care.* Any customer who pleases may have a tin box, which
he may leave with his banker in the evening, and call for it

in the morning. In this box he might place his will, the

lease of his house, policies of insurance, or any other docu-
ments he wished to preserve against fire. Stock-brokers and
others who have offices in the city, and live out of town, have
such boxes, which they leave overnight with their banker for

the sake of security, in preference to leaving them in their

own office. If a party were going to the country he might
send his plate or jewellery to his banker, who will lock it up
in his strong room, and thus it will be preserved from fire and
thieves until his return. Solicitors and others, who have deeds

or other writings of importance left in their custody, can send

them to the. bank during the night, and thus avoid the danger

of fire.

12. By keeping a banker, people have a ready channel of

obtaining much information that will be useful to them in the

way of their business. They will know the way in which

bankers keep their accounts ; they will learn many of the

laws and customs relating to bills of exchange. By asking

the banker, or any of the clerks, they may know which is the

readiest way of remitting any money they have to send to the

country or to the Continent. If they have to buy or sell stock

in the public funds, the banker can give them the name of a

respectable broker who can manage the business; or should

they be about to travel, and wish to know the best way of

receiving money abroad ; or be appointed executors to a will,

and have to settle some money matters—the banker will in

* Secure to a certain extent. The reader is referred to the City Article in the

Times of March 25th, 1869, for an elaborate notice of a then recent decision of

the Privy Council, respecting the non-liability of bankers for securities held by

them on behalf of their customers, and for a pertinent and forcible representation

of the utter absence of redress in case of abstraction or loss. In the same article,

and on subsequent occasions also, mention was made of a plan in successful

operation at the Bank of France, and of similar means adopted in the United

States, for the absolute security of such deeds, documents, and valuables. As

vet, however, no action seems to have been taken in the matter.

—

Editor.
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these, and many other eases, be able to give them the necessary

information.

13. Banking also exercises a powerful influence upon the

morals of society. It tends to produce honesty and punctuality

in pecuniary engagements. Bankers, for their own interest,

always have a regard to the moral character of the party with

whom they deal ; they inquire whether he be honest or tricky,

industrious or idle, prudent or speculative, thrifty or prodigal,

and they will more readily make advances to a man of

moderate property and good morals, than to a man of large

property but of inferior reputation. Thus the establishment of

a bank in any place immediately advances the pecuniary value

of a good moral character. There are numerous instances of

persons having risen from obscurity to wealth only by means of

their moral character, and the confidence which that character

produced in the mind of their banker. It is not merely by

way of loan or discount that a banker serves such a person.

He also speaks well of him to those persons who may make
inquiries respecting him, and the banker's good opinion will be

the means of procuring him a higher degree of credit with the

parties with whom he trades. . These effects are easily per-

ceivable in country towns ; and even in London, if a house be

known to have engaged in gambling or smuggling transactions,

or in any other way to have acted discreditably, their bills will

be taken by the bankers less readily than those of an honourable

house of inferior property.

It is thus that bankers perform the functions of public

conservators of the commercial virtues. From motives of

private interest they encourage the industrious, the prudent,

the punctual, and the honest—while they discountenance the

spendthrift and the gambler, the liar and the knave. They
hold out inducements to uprightness, which are not disregarded

by even the most abandoned. There is many a man who
would be deterred from dishonesty by the frown of a banker,

though he might care but little for the admonitions of a

bishop.
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SECTION III.

BANKING TERMS.

Query I.—Is the word Bank a singular or a pltiral noun ?

The word Bank, being a noun of multitude, may have verbs

and pronouns agreeing with it in either the singular or the

plural number, yet not without regard to the import of the

term as conveying unity or plurality of idea. In the use of

this term the following rules are usually observed :

—

1. When any operation or feeling of the mind is ascribed to

a bank, the verbs and pronouns are placed in the plural—as,

"The bank were anxious to meet the wishes of the public."

" The bank have concurred in the measure proposed." " Are
you one of the persons who tried the question with the Bank
of Ireland, whether they conceived themselves bound to pay in

gold at their branches?" "The Bank of England petitioned

against this bill, and were heard by their Counsel; but their

representations produced no effect, and the bill having passed

through both Houses, received the Koyal assent." The fol-

lowing examples, wherein mental operations are ascribed to a

neuter pronoun, are violations of this rule :
" The bank allows:

the party having the cash credit to liquidate any portion of

his debt to the bank at any time that may suit his conveni-

ence, and reserves to itself the power of cancelling, whenever

it shall think fit, the credit granted." "It is usual for the bank

when it gives a cash credit to Iceep a watchful eye over the

person having that cash credit."

2. When a reference is made to a bank merely as an

institution, the term is considered to belong to the singular

—

as, " The Bank of Scotland continued the only bank from the

date of its establishment, iu 1695, to the year 1727. In that

year a charter of incorporation was granted to certain indi-

viduals named therein, for carrying on the business of banking,

under the name of the Eoyal Bank ; and subsequent charters

were granted to this establishment, enlarging its capital, which

now amounts to one million and a half." " The National

Bank of Scotland has 1,238 partners." " If this measure be

carried into effect, the Provincial Bank must instantly be

deprived of any sufficient means of reimbursing itself for the
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heavy expense to which it has been subject." " Mas your bank

an establishment at Kirkcudbright ?" " The Bank of England

has the control of its issues entirely within itself."

3. When we notice the rules or habitual acts of a bank, the

word belongs to the singular—as, " The Provincial Bank allows

interest at the rate of two per cent." •' The bank draws bills

upon London at twenty-one days after date." "The bank

discovmts bills at the rate of four per cent." " The bank issues

notes payable in gold at the place of issue." " The London and

Westminster grants interest upon deposits

—

it does not allow its

officers to receive Christmas presents from its customers." In

reference to cases that fall imder this rule, there is, however,

some contrariety of practice :
" Do the Provincial Bank isswe

post bills? They do not." "Have the Bank of L:eland at

their branch at Cork been in the habit of receiving gold to any

amount in payments?" "Have the Bank of Ireland any
deposits at the Cork branch ? Do you know how their notes

get into circulation? Do they pay any interest on their

deposits ? Tliey have a great quantity of notes in circulation

—

have they not ?"

4. When the word bank is connected with a past participle

by means of the neuter verb to he, it usually belongs to the

singular—as, " T am a director of the Bank of Scotland, which

is established by Act of Parliament ; it does not hold a charter

from the Crown, but in common language it is called a

chartered bank." " Suppose a bank was enabled to take 6 per

cent, on a cash credit, instead of 4." "The Falkirk Union
Banking Company has been returned to this house, as se-

questrated in the month of October, 1816." " A new bank was
constituted as a fund, upon which the sum of 2,564,000?. should

be raised, and it was called the Land Bank, because established

on land securities."

5. When the word bank is preceded by the indefinite article,

a, an—by the demonstrative pronoun, this, that—or by the
words each, any, every, one—it belongs to the singular ; as, " Do
you not think that a bank that is possessed of a capital of one
million, may and vyill do more business than a bank that is

only possessed of half a million ?" " Li a moment of pressure,

an emergency like the present, that bank would get into great

disrepute who called up any one of its cash credits." " What is

the amount of the small note circulation in thai bank, as
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coiiuected with its whole circulation?" "Each bank has an in-

terest to issue as much of the small note circulation as it can ?

—

Certainly it has, provided the small notes can be kept out ; but,

as every bank makes an exchange at Glasgow twice every week,

and the exchanges of each bank come back upon itself, and the

balance is paid by a draft on Edinburgh at sight," &c. " I

believe almost every bank in Scotland has an agent in Glasgow."
" Suppose one bank in Scotland made its notes payable in

Scotland, at the place where the notes were issued." " Is there

any bank in Cork now that issues notes ?"

6. When the word bank is introduced in either the singular

or the plural number, the same number should be preserved

throughout the sentence. Hence, the following sentence of

Smollett's is inaccurate: "By the same Acts the bank was

required to advance a sum not exceeding 2,500,000?. towards

discharging the national debt, if wanted, on condition that they

should have 5Z. per cent, for as much as they might advance,

redeemed by Parliament."

7. When the word bank is used in the singular number, it is

considered as a substantive of the neuter gender, and hence is

associated with the relative pronoun, which ; but when used in

the piural number, it implies the idea of persons, and has

accordingly the personal relative, who; as, "The bank with

which he kept his account has stopped payment;" or, "The
bank with whom he kept his account have stopped payment."
" The bank, whose interests are affected by the proposed

measure, have petitioned against it." The bank upon whom the

cheque was drawn have refused to honour it." The following

sentence is not in accordance with this rule :
" In a moment of

pressure, an emergency like the present, that bank would get

into great disrepute who called up any of its cash credits."

I have not observ. d that any English writer, except Mr.

McCuUoch, considered a bank to be a lady ; and this is only

in the case of an Irish bank. Under the article " Banking,"

in his Commercial Dictionary, he says, " The Bank of Ireland

draws on London, at twenty days' date. She neither grants

cash credits, nor allows any interest on deposits ; she discounts

at the rate of bl. per cent." This mode of expression is,

however, very common with American writers.*

" It has now become more common with English writers, especially with

reference to th'e Bank of England. 1849,
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IT. Should we write accepter or aceepior of a bill of ex-

change? The name of tlie agent to any verb is usually

formed, in oiur language, by the addition of r or er to the

verb ; as, indorser, talker, walker, speaker. What reason, then,

can be assigned why, in the present ease, we should depart

from the analogy of the language ? We do not say, the

drawer, the holdor, the payor of a bill ; why then should we

say tlie acceptor? When we speak of the accepter of a biU,

why should we not spell the word in the same way as when we

speak of the accepter of a present, or of a fee ? Yet all our

Euglish legal authors write, acceptor :
" A person who accepts

for honour, is only liable if the original drawee do not pay

;

and to charge such acceptor, there must be a presentment for

payment to such original drawee."

—

Bayley. "A foreign bill

is binding in this country on the acceptor, though he accepted

by parol, or by writing unconnected with the instrument."

—

ChiUy. " Where the acceptor of a forged bill pays it, and is

guilty of any negligence, or vant of due caution in making

such payment, he cannot recover the money so paid, from the

innocent party to whom he paid it."

—

Roscoe. Scotch authors,

however, write accepter. " An English inland bill has generally

three parties to it—the drawer, accepter, and payee; whereas,

in Scotland, most of the inland bills have, at .first, but two

parties, the drawer and the accepter; and they are made
payable to the drawer or his order." *

III. Should we write indorse or endorse ? Indorse is derived

direct from the Latin, in dorsum, on the back. Endorse is

derived from the Latin, through the French, endosser. In

such cases, most writers adopt the Latin mode of spelling, in

preference to the French, as indorse, inquire, intire ; not

endorse, enquire, entire. All legal authors write indorse. " A
promise to indorse, though on sufficient consideration, cannot

be treated as an actual indorsement''—Bayley. " The liability

of the indorser is discharged by want of notice, as in the case

of the drawer."

—

Roscoe. "A person who draws or indorses a

bill, or indorses a note for the accommodation of the acceptor

or maker, or payee, or prior indorsers, has on paying the

instrument, a remedy over thereon against the acceptor or

maker, or prior party."

—

Chitty. "A drawer or indorser cannot,

in the character of indorsee, maintain an action against the

• See Glen on the Law of Bills of Exchange In Scollaiid.
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accepter, where the indorsement is after the refusal of pay-

ment."

—

Glen.

IV. Should we say indorsement or indorsation ? In England
we always use the word indorsement. "No particular words

are essential to an indorsement; the mere signature of the

indorser is, in general, sufficient."

—

Bayley. " The indorsement

may be upon the face, or at the back of the bill."

—

Chitty.

" An attesting witness to an indorsement is necessary, when the

bill is for a less sum than 51."— Chitty. In Scotland the term

more generally used is indorsation. "If a bill or note be

granted to a woman while single, and she afterwards marry,

the right to transfer it by indorsation would vest in the

husband." "After a bill has been paid no indorsation can

take place, so as to affect the accepter, or any of the parties

who would otherwise be discharged."

—

Glen. The word in-

dorsement is also used in Scotland, though more rarely. Both

words appear to have precisely the same meaning. "An
indorsation is made, either by the indorser's writing, and sub-

scribing an order to pay the contents of the bill to some

particular person mentioned by name, which is styled a full

indorsement, or by merely signing his name on the bill, and

delivering it to the indorsee, or person to whom it is indorsed,

which is termed a blank indorsation."—Glen. "A fictitious

indorsement to a bill is a forgery ; such indorsation is clearly

giving it a false credit."

—

Glen.

V. Should we say the presentment or the presentation of a bill

of exchange ? All writers agree in using presentment. " If

upon the presentment of the bill for acceptance to the drawee,

he refuse or neglect to accept it, the drawer is immediately

responsible to the holder, although the bill has not become due

according to its tenor."

—

Ghitty. "If the bill be payable after

sight, and the drawee detain it some days without declaring

his intention to accept, and afterwards incline to do so, the

acceptance must be from the date of the first presentment."—
Glen. " Presentm,ent for payment must be made by the holder

of the bill, or by an agent competent to give a legal receipt for

the money."

—

Glen. "Upon a presentment for acceptance,

the bill should be left with the drawee twenty-four hours,

unless in the interim he either accept, or declare a resolution

not to accept. But a bill or note must not be left (unless it be

paid) on a presentment for payment ; if it be, the presentment
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is not considered as made, until the money is called for."—

Bayley.

VI. Should we write draught or draft ? This word is derived

from the verb to draw, and probably was originally written and

pronounced drawght. But custom, which is the law of lan-

guage, has changed both the pronunciation and the spelling to

draft. In the former editions of this work, I mentioned that

Mr. Justice Bayley had always spelled this word draught ; but in

a recent edition of his work, since published, I find that draught

has been changed to draft.

VII. Should we write eheoh or cheque ? This word is derived

from the French, echees, chess. The chequers placed at the

doors of public-houses,' are intended to represent chess-boards,

and originally denoted that the game of chess was played in

those houses. Similar tables were employed in reckoning

money, and hence came the expression—to check an account

;

and the Government Office, where the public accounts were

kept, was called the Exchequer. It probably obtained this

name from the French exchiquier, a chess-board, though Black-

stone states that this court was called the exchequer, from the

chequered cloth which covered the table. Of the two forms of

writing this word, cheek and cheque, the latter seems preferable,

as it is free from ambiguity, and is analogous to ex-CHEQUeb,

the public treasury. It is also used by the Bank of England,
" CHEQUE-OFFICE." In Bayley both forms are employed. " A
cheque upon a banker was lost, and paid to a stranger the day

before it bore date : the banker was obliged to repay the money
to the loser." "By the usage of trade, a banker in London
will not render himself responsible by retaining a check drawu

on him, provided he return it at any time before five o'clock on

the evening of the day in which it was drawn."

SECTION IV.

THE GENERAL ADMINISTRATION OF A BANK.

To be a good banker requires some intellectual and some
moral qualifications. A banker need not be a man of talent,

but he should be a man of wisdom. Talent, in the sense in

which the word is ordinarily used, implies a strong develop-
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ment of some one faculty of the mind. Wisdom implies the

due proportion of all the faculties. A banker need not be a

poet or a philosopher—a man of science or of literature—an
orator or a statesman. He need not possess any one remark-

able quality by which he may be distinguished from the rest of

mankind. It is only necessary that he should possess a large

portion of that practical quality which is called common sense.

Banking talent (using the word talent here in the sense of

adaptation of character to any particular pursuit) consists more
in the union of a number of qualities, not in themselves in-

dividually of a striking character, but rare only in their

combination in the same person. It is a mistake to suppose that

banking is such a routine employment that it requires neither

knowledge nor still. The number of banks that have failed

within the last fifty years are sufficient to show, that to be a good
banker requires qualities as rare and as important as those which
are necessary to attain eminence in any other pursuit. The
dealer in money exercises intellectual faculties of a high order,

and of great value to the community. His profession has

a powerful bearing on the practical happiaess of mankind.

" The philosophy whict affects to teach us a contempt of money, does

not run very deep ; for, indeed, it ought to be still more clear to the

philosopher than it is to the ordinary man, that there are few things in

the world of greater importance. And so manifold are the bearings of

money upon the lives and characters of mankind, that an insight which,

should search out the life of a man in his pecuniary relations, would
penetrate into almost every cranny of his nature. He who knows, Kke
St. Paul, both how to spare and how to abound, has a great knowledge

:

for if we take account of all the virtues with which money is mixed up
—honesty, justice, generosity, charity, frugality, forethought, self-sacri-

fice,—and of their correlative vices—it is a knowledge which goes near

to cover the length and breadth of humanity : and a right measure and

manner in getting, saving, spending, giving, taking, lending, borrowing,

and bequeathing, would almost argue a perfect man."*

But though wisdom—or, in other words, a high degree of

common sense—does not imply the possession of any remark-

able talent (the undue development of any one faculty), it

always implies the absence of any remarkable defect. One
great defect in a banker is a want of decision. A banker ought

to know how to balance the evidence on each side of a question,

and to arrive speedily at a just conclusion.

* Taylor's Notes on Life.
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" Indecisiveness will be, coeteris paribus, most pemicioiis in affairs which

require secrecy. 1st, Because the greatest aid to secrecy is celerity.

2iid, Because the iJiidecided man, seeking after various counsel, neces-

sarily multipKes confidences. The pretext for indecisiveness is com-

monly mature deliberation; but, in reality, indecisive men occupy

themselves less ia dehberation than others ; for to him who fears to

decide, dehberation (which has a foretaste of that fear) soon becomes

intolerably irksome, and the mind escapes from the anxiety of it into

aUen themes. Or, if that seems too open a dereliction of its task, it gives

itself to inventing reasons of postponement. And the man who has

confirmed habits of indecisiveness, wiU come in time to look upon post-

ponement as the first object in aU cases, and wherever it seems to be

practicable, will bend all his faculties to accomplish it."*

Another defect is a want of firmness. A banker having,

after a mature consideration, made up his mind, should be

capable of a strict adherence to his previous determination:

he should know when to say, No ; and having once said No,

he should adhere to it. Another defect is a hasty or impetuous

temper. Another is that of being swayed by any personal or

constitutional prepossession. Almost every man has a sin by

which he is most easily beset; a constitutional defect, against

which it is necessary he should be upon his guard.

It is a great advantage to a banker, and indeed to every one

else, to know himself. He should know wherein he excels, and

wherein he is deficient. He ought to know whether he is

disposed from his temperament to -be excessively cautious, or

excessively liberal—whether his manners are courteous or

abrupt—whether he is apt to view matters on their gloomy or

on their bright side—whether social intercourse renders him
more or less fit for his official engagements—whether the

presents and civilities he receivfes from his customers do, or do

not, affect his transactions with them in matters of business.

When he has made a loss, he should examine whether the loss

was occasioned by the ordinary operation of events, or produced

by any little weaknesses of his own character. He should record

all those instances in which he has shown a want of firmness, of

discretion, of discrimination, or of perseverance ; and should

guard in future against the exhibition of any similar defect

:

" Man, know thyself ; all wisdom centres there."

But while a banker should make himself acquainted with his

* Taylor's Statesman.—I would advise all bankers, and ail other persons at
the head of large establishments, to read this litUe work.
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own defects, he ought not to let his customers become acquainted

with them. All wise men loiow their own defects ; none but

fools publish them. Crafty men, who often have occasion to

borrow money, are quick in perceiving the weaknesses of their

banker. And if they find that by coaxing, or flattering, or

gossiping, or bribing, or threatening, they can influence his

conduct, he will always be at their mercy. On this account it

is, perhaps, advisable that a banker should not have too much
social intercourse with those of his customers who have occasion

to ask him for any large amount of accommodation.

Wisdom implies prudence and discretion, and these should

regulate the whole conduct of a banker, not merely when
engaged in banking transactions, but at all other times. We
may apply to a banker the language we have elsewhere applied

to a merchant

:

" The amusements of a merchant should correspond with his character.

He should never engage in those recreations which partake of the

nature of gambling, and but seldom in those of a frivolous description.

A judge is not always on the bench, a clergyman is not always in the

pulpit, nor is a merchant always on 'Change ; but each is expected at all

times to abstain from any amusements which are not consistent with

his professional character. The credit of a merchant depends not

merely on his wealth, but also upon the opinion generally entertained of

Ms personal qualities; and he should cultivate a reputation for prudence

and propriety of conduct, as part of his stock in trade."*

A banker should have a talent for selecting suitable instru-

ments. He ought not only to know himself, he ought also to

have a capacity for judging of others. He should know how to

choose proper clerks for the discharge of the duties of the office.

He should know also what parties to employ to procure him

confidential information as to the character and circumstances

of commercial houses, or of individuals. He should know how

to choose his partners or coadjutors, and should endeavour to

select those who possess qualifications in which he is himself

deficient. In all cases when he has any object to effect he

should know how to make use of other men. We may here,

as in some other cases, apply to a banker the observations

Mr, Taylor applies to a statesman

:

" The most important quaUflcation of one who is high in the service of

the State, is his fitness for acting through others, since the operations

» Lectures on the History and Principles of Ancient Commerce. By

J. W. Gilbart.

M 2



164 Administration of a Bank.

Ticariously effected ought, if he knows how to make use of his power, to

predominate greatly over the importance which can attach to any man's

direct and individual activity."*

A neglect of this rule has occurred in the history of some

joint-stock banks, where the manager has impaired his own

health, and damaged his bank, by taking upon himseK a vast

variety of duties which should have been assigned to others;

forgetful that in large establishments the chief ofiScer should

confine his personal attention to those duties which are intellec-

tual, or which are of the chief importance ; while the duties

which are of a mere manual, or less important character, should

be performed through the instrumentality of assistants.

A banker should know how to economize his own time. One

mode of doing this will be, as we have intimated, to assign

inferior duties to others. His accountant should keep his books,

and make his calculations. His secretary should write his

letters (except those of a private or confidential nature), and he

should only sign them. His chief clerk should attend to the

discipline of the office. A banker at the head of a large esta-

blishment should not only be acquainted with the art of banking

—he ought also to be acquainted with the art of government.

He ought to put a clever man at the head of each department,

and reserve to himself only the duty of general superintendence.

He should give these parties a pretty wide discretion, and not

encourage them to ask his instructions about matters of com-

paratively trifling importance. If he does this, they will never

learn to think for themselves,—never feel that wholesome

anxiety which results from a sense of responsibility,—and never

acquire that decision of mind which arises from the necessity of

forming an independent judgment. Consequently, they will be

less useful to him in their present position, and never become

qualified for higher offices.

Another mode of economizing time is to observe a principle

of order. A banker should come to the bank every day at the

same hour ; attend to his affairs, one by one, in the same order,

and leave the bank at his usual time. By observing this routine,

he will not only save much time, but he will avoid tumultuous

feelings, and maintain a calmness of mind and of manner, that

will be useful in all his affairs. He will also acquire from habit

a coolness of investigation, and a promptness of decision ; and he

* Taylor's Statesman.
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will get through a great deal of work without ever appearing to

be in a hurry.

Another mode of economizing time is, to make his interviews

with his customers, or with other parties, as short as he can.

He should not encourage conversation upon any other topic

than that which is the occasion of the interview. He had better

receive his customers standing ; as in that case they will stand

too, and are not likely to remain so long as if they were to sit

down. And the furniture of the room should be so arranged
that the customer, if he sit down, should sit near the door, so

that he may depart whenever disposed. He is not likely to

remain so long as if seated comfortably by the fire-side. It is

also desirable that his room should be so placed, with reference

to the other parts of the building, that while it has one door

open to the public, it should have another door opening into

the office ; so that he may easily pass into the office, to ascertain

the state of a customer's account, or to consult with himself or

another person, in doubtful cases, as to the course to be adopted.

It is not advisable that the customer who applies, for instance,

to have a heavy bill discounted, should witness the hesitation or

the deliberation of the banker. Hence it is better, when it can

be done, to establish the practice of the customer giving the

bills to a clerk, who shall bring them into the banker's room,

and take back his reply.

A banker will take means for obtaining and recording informa-

tion. He should not, as we have said, keep any books himself.

But he ought always to have in his room, ready for immediate

reference, if necessary, " the General Balance Book," containing

the weekly balances of the general ledger, which will show the

weekly progress of his business for several years past,—"the

Daily Balance Book," showing the daily balance to the credit ol'

each of his customers in the current-account ledger,—"the

Weekly Discount Balance Book," showing the amount of dis-

counts, loans, or other advances which each customer has every

Saturday night,—" the Inspection Book," showing the amount

of bills bearing the names of houses who do not keep an account

with him,—" the Information Book," containing the character

of all the houses about whom he has had occasion to make
inquiries,—and, finally, "a Private Memorandum Book," in

which is entered any special agreements that he has made with

his customers. It is also useful to a banker to have a list of his
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customers, classified according to their trades or professions

—

such as corn merchants, leather factors, grocers, solicitors, &c.,

&c. The banker would thus see at a glance among what classes

of society his connections lie. When any public event was

•likely to affect any class—such, for instance, as the corn mer-

chants—he would see how many of his customers are likely to

be affected. By thus, too, bearing in mind the trade or pro-

fession of his customers, he would be able to judge more readily

whether the bills they brought him for discount had arisen out

of their business transactions.

Of these books, one of the most important is the " Information

Book." There is no doubt that a banker of great experience,

and of a strong memory, may always bear in his mind a very

correct estimate of the standing and character of all the houses

that usually come under his notice. But this does not super-

sede the necessity for recording his information in a book. His

memory may fail, and that too on important occasions; and

certainly if he leave the bank for a short time, as he must

sometimes have occasion to do, he will carry his memory with

him. But if the " Information Book " be closely kept up, he will

record his knowledge for the use of those who will have to take

his place. It is no valid objection to the keeping of such a book

to say that the position of houses is perpetually changing.

Those changes should be recorded, so that their actual standing

should always be readily referred to. If a banker is requested

by a customer to make inquiry about a house, he should

record the information he gets for his own guidance, in case

any bills on that house should afterwards be offered him for

discount.

A banker will get information about parties from inquiry at

their bankers, as we have mentioned at page 151. This informa-

tion may be defective in two ways. In the first place, their

banker may judge of them from the account they keep—that is,

from the balance to their credit—and thus he may give too good
an account of them. Or, secondly, their banker may have An
interest in keeping up their credit, and under this bias he may
not give them so bad a character as they actually deserve.

Another source of information is from parties in the same trade.

Houses in the same trade know pretty well the standing of one
another. Wholesale houses are well acquainted with the retail

shopkeepers who buy of them. Most bankers have among their
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own customers some houses in almost every trade, who can give

them any information respecting other houses which they may
require. The bills that pass through his hands will also often

give him some useful hints respecting the parties whose names
are upon them.

It is of great importance to a banker to have an ample

knowledge of the means and transactions of his customers.

The customer, when he opens his account, will give him some

information on this subject. The banker will afterwards get

information from his own books. The amount of transactions

that his customer passes through his current account will show

the extent of his business. The amount of his daily balance

will show if he has much ready cash. The extent and character

of the bills he offers for discount, will show if he trusts large

amounts to individual houses, and if these are respectable. On
the other hand, the bills his customer may accept to other

parties, and his payments, will show the class of people with

whom he deals, or who are in the habit of giving him credit.

But one main source of information is to see the man. This,

like other means of information, will sometimes fail; but,

generally speaking, the appearance and manners of a man will

show his Character. Some people alvyays send their clerk to

the banker with bills for discount, &c. This is all very well if

they want no extraordinary accommodation ; but if they ask for

anything out of the usual way, the banker had better say that

he wishes to see the principal. And if he had a doubt whether

his customer was tricky or honest—speculative or prudent—let

him be guided by his first impression—we mean the impression

produced by the first interview. In nine cases out of ten the

first impression will be found to be correct. It is not necessary

to study physiognomy or phrenology to be able to judge of the

character of men with whom we converse upon matters of

business.

A country banker has greater facilities than a London

banker of ascertaining the character and circumstances of other

parties. In a country town everything is known about every-

body.—A man's parentage and connexions—his family and

associates—the property he has already received, and what he

may expect to receive from his relations—and, above all, his

personal habits and disposition. Upon the last point, we will

make a short extract from an excellent series of " Letters to a
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Branch Manager," published in the "Banker's Magazine,"

under the signature of " Thomas Bullion."

"Next in importance to a study of Ms accounts, the habits and cha-

racter of a client are deserving of your attentive consideration. If a

man's style of living, for example, becomes extravagant, and he gives

himself over to excess, you cannot too promptly apply the curb, however

regular the transactions upon his account may seem ; because years may
elapse before mere irregularity of living wiU make any impression on his

banking account ; whereas irregularity in business will exhibit itself im-

mediately, and for this reason,—that whereas improvident habits of living

involve a continuous waste in small sums, spreading over tolerably long

periods, improvidence in business may involve in one fell swoop the loss

perhaps of thousands. I hold, then, that you are not warranted in all

cases in feeling satisfied of a man's perfect responsibility until his banking

account exhibits indubitable evidence to the contrary."

A banker should always have general principles ; that is, he

should have fixed rules for the government of his bank. He
should know beforehand whether he will or will not advance
money on mortgage, or upon deeds, or upon bills of lading, or

warrants; or whether he will discount bills based upon un-

commercial transactions, or having more than three months to

run. These are only a few of the cases in which a banker will

find it useful to store his mind with general principles.

One advantage of this adoption of general principles is, that

it saves time. If a banker can say, in reply to a customer, " It

is contrary to the rules of our bank to advance money upon
bills of lading," the reply is conclusive. But if he had not

previously adopted any rule upon the subject, the reply would
have taken up much more time. Another advantage is, that

it gives decision of mind, and saves the banker from being
" talked over " by any of his customers who may possess fluency
of speech, or dexterity in debate. In this case, the banker
whose mind is stored with general principles, though he may
listeu patiently to all his customer shall advance, will give the
same reply which he would have given had the application been
made in fewer words.

But although a banker ought to have a large stock of general
principles—and this stock will increase as his experience
increases—yet it may not be always wise to explain these
principles to his customer. It is generally best, when a banker
gives a refusal, to give no reasons for that refusal. Banking
science is so little understood, that the public generally are



Administration of a Bank. 169

unable to appreciate its principles. Besides, a man who wants

to borrow money can never be conTinced by reasoning that his

banker is right in refusing to lend it to him ; nor, in fact, did

the banker himself acquire his knowledge of banking by
reasoning. He acquired it not by reasoning, but by ex-

perience ; and he must not expect that his customers, who have
had no experience, will, by reasoning' alone, readily acquiesce

in the banking principles he may propound to them. In most
cases, therefore, he had bette*- keep his reasons to himself.

Nevertheless, while we contend that every banker should

have general principles, we do not say that in no possible case

should he depart from them. But he should not look for such

cases ; they are rare, and when they do occur they will force

themselves upon his attention. If under shelter of the truism,

" All rules have their exceptions," he departs from his general

principles whenever he finds it convenient or profitable to do so,

he may as well have no general principles at aU.

It seems desirable that a banker in a large city should mark
out for himself one or two main branches of business, rather

than attempt to carry on banking in all its branches. We see

this line of conduct adopted by some of the most eminent

London bankers. A west-end banker will not discount a bill :*

a city banker will not lend money on mortgage. Different

kinds of banking exist in different parts of the country, ac-

cording to the character and circumstances of the district.

And in London the classes of people are numerous, and it may
be both proper and advantageous for a banker to adapt his

mode of business chiefly to the requirements of some one

particular class. Different banks may thus pursue different

courses, and all be equally successful.

A banker will exercise due caution in taking new accounts.

He will expect the new customer to be introduced by some

person to whom he is personally known. The more respect-

able the introducer, the higher opinion will the banker enter-

tain of the party introduced. If a party apply to open an

account without such an introduction, he is asked to give

references to some well-known houses. He is expected to state

to the banker the kind of business in which he is engaged, and

the extent of accommodation, if any, that he is likely to

* Exceptions oooasionally occur ; but, as a general rule, the statement holds

good.—Editor.
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require. He will state the kind and character of the bills he

will have to offer to discount, and mention any peculiarity in

his business or circumstances that may occasionally require

especial consideration. It is a great folly in a party opening

an account to make any representation that will not afterwards

turn out to be correct. Every banker is anxious to avoid

taking shabby accounts ; and especially such as are opened for

the purposes of fraud, or to obtain a fictitious credit, or to get

undue accommodation. It is considered to be not advisable to

take the account of a party who has another banker, especially

if he opens the account for the purpose of getting additional

discount. The object of a party keeping two bankers is usually

to get as much accommodation as he can from each. If an

account is brought from another bank, the reason of the removal

should be distinctly stated, and the banker will accept or reject

it, according to circumstances. It is bad policy in a banker to

attempt to draw away the connexions of another bank, by

offering them greater accommodation. It is also usually bad

policy to take the accounts of parties residing at a distance, as

their transactions do not come under the notice of the banker

;

and the fact of their passing by the banks in their neighbour-

hood to go elsewhere, is one that should excite suspicion. It

is not advisable for London bankers tp take the accounts of

private individuals who reside in the country. They should be

referred to the bankers in their own districts.

A small banker should not attempt to take large accounts.

Banks, otherwise weU administered, have been ruined by one

large account. If this account requires accommodation, it will

absorb the banker's funds, so that he will be compelled to

stint his other customers, or to have recourse to re-discount, or

other modes of raising money. Even if it be only a deposit

account, it may produce inconveniences. A small banker

cannot so readily employ this large deposit profitably, and yet

have it at command whenever required ; and the additional

amount he must keep in his till will be proportionably greater

than would be kept by a large ba/nker. Thus, if 100,000?. be
placed in a bank that has already 2,000,000?. of deposits, the
additional sum kept in the till to meet daily demands may not

be much increased; but should it be lodged with a banker
whose deposits are only 300,000?., the increase of notes to be
kept in his till will be very considerable. This shows that
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large deposits are not so profitable to small banks as to large

ones. There is also a danger that a small banker will employ
his large deposits in such a way as shall render him less ready
to repay them punctually. Instances have occurred of small

banks being greatly inconvenienced by the repayment of large

deposits, which had been placed in their hands by railway

companies. It is prudent, therefore, in a banker to apportion

the amount of his transactions to the extent of his business.

A very important part of the business of a banker consists ia

the discounting of bills.*

In doubtful cases, the banker, before discounting a bill, will

probably look through his books, and satisfy himself with

regard to the following inquiries :

—

What is the chara-cter of the customer ? This inquiry will be

answered from the Information Book. What is the usual

balance of his cash accounts ? This will be answered by the

Daily Balance Book. What amount has he now under dis-

count ? This will be answered from the Discount Ledger, and

will suggest other inquiries. Is that amount greater or less

than usual ? What proportion does that amount bear to the

average amount of his cash balance ? Is the amount chiefly

upon few parties, or is it divided among a number? Have
their bills been discounted chiefly upon the strength of the

customer, or upon the strength of other parties ? Are his bills

generally paid? He will then proceed to inquire about the

other parties to the bill. What is the character of the accepter

in the Information Book ? What is the nature of the trans-

actions between the customer and the accepter, as far as can be

ascertained ? , Has he had any bills upon him before, and have

they been punctually paid ? Are there any bills upon him now

running, and how soon will they become due ?

In the discount of bills it is necessary to guard against

forgeries. It has happened that parties carrying on a great

business in London, have presented to their banker, for dis-

count, bills drawn upon all parts of the country ; which bills,

upon inquiry, have turned out to be purely fictitious. This is

au additional reason for bankers making inquiry about the

* Vide pp. 115, 116, of The History and Principles of Banking, for an

accurate classification and description of the bills 'presented to a bank for dis-

count, together with remarks on- the compai-ative advantages and disadvantages

of long-dated and short-dated bills.

—

Editok.
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accepters of the bills they discount, even when they think they

have reason to be satisfied with the drawers. Even this is no

protection against forgery. Sometimes the name of a most

respectable house in a provincial town has been forged. Where
the amount is large, therefore, it seems advisable to send the

bill down to some banker in the town, and ask his opinion as

to the genuineness of the signature. Of course in these, and

many other cases in which a banker is liable to be cheated,

much must depend upon personal discretion ; no rules can be

given for all cases.

To facilitate the detection of forged cheques, it is advisable

that the banker should have a printed number placed on every

cheque, in every cheque-book, and keep a record of the name
of the customer to whom each book is given. When a cheque

with a forged signature appears, the banker can then turn to

this registry, and see to which of his customers he had given

out this cheque. This plan has been found useful in tracing

forgeries that have been perpetrated by the clerks or servants

of the party keeping the account. Some bankers, moreover,

place on their cheque-books a printed label, requesting the

customer will at all times keep the book under his own lock

and key.

To guard against forgery in the case of deeds or bonds, all

these documents should be witnessed by an officer of the bank.

And when a letter of guarantee is given by a third party, it

should not be taken by the banker from the party in whose

favour it is given, but the letter should be signed at the bank,

and the signature witnessed by one of the clerks. A banker is

also liable to loss from the alteration of cheques. The words

six, seven, eight, and nine, can easily be changed, by the

addition of y, or ty, into sixty, seventy, eighty, or ninety.

Sometimes, too, when cheques are drawn for less than lOZ., if a

space be left open before the word, another word may be

introduced. Thus, a short time ago a cheque was drawn on a
banker for 3Z., and the party who obtained it wrote the word
sixty before the word three, and thus cheated the banker out

of 60Z. Letters of credit, as well as cheques, have heretofore

been altered, by the original sum being taken out, and a larger

sum being substituted. This is now prevented by staining the

paper with a chemical preparation. Country banks also stamp
upon their drafts the words "under ten pounds," "under
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twenty pounds," and so on, to prevent an alteration to any sum
beyond those amounts.

The re-discounting of bills of exchange is an operation of

much importance, and has a great influence on the monetary

operations of the country. We quote from a former work of

our own upon this subject :

—

"Banks situated in agricultural districts have usually more money
than they can employ. Independently of the paid-up capital of the

bank, the sums raised by circulation and deposits are usually more than

the amount of their loans and discounts. Banks, on the other hand, that

are situated in manufacturing districts, can usually employ more money
than they can raise. Hence, the bank that has a superabundance of

money, sends it to London, to be employed by the bill-brokers, usually

receiving, in return, bills Of exchange. The bank that wants money
sends its bills of exchange to London, to be re-discounted. These banks

thus supply each other's wants, through the medium of the London bill-

brokers."

But this principle of the re-discount of bills has been, in

some cases, grossly abused, by being employed to give a sort

of vitality to dead loans. A country banker lends upon

mills and manufactories a larger amount of money than he can

conveniently spare ; then he asks the manufacturer to accept a

bill for the amount, which the banker gets discounted in

London or elsewhere. This bill, when due, is renewed, and the

renewal is again replaced by another, and so the game goes on.

As long as money is abundant all parties are pleased; the

manufacturer gets his advance, the banker gets his commission,

and the London bill-broker gets employment for his funds.

But a pressure comes. The London bill-broker can discount

no more, because the funds placed in his hands by his depositors

have been withdrawn. The banker cannot get the new bills

discounted elsewhere, and is unable to take up the old bills

that are returned to him with his endorsement. The manu-

facturer, of course, cannot pay the money; the banker stops

payment, and the manufacturer is ruined. The places at

which this system has been chiefly carried on, are Manchester

and Newcastle-upon-Tyne; and it is in these places that the

greatest failures have taken place among the joint-stock banks.

In fact, I believe it must be confessed, that the joint-stock

banks have carried on this practice to a much greater extent

than it was ever carried on by the private bankers. This has
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arisen from the greater credit which they possessed : it is one

of the forms of the abuse of credit.

A London banker is always anxious to avoid dead loans.

Loans are usually specific advances for specified times, either

with or without security. In London, advances are generally

made by loans ; in the country, by overdrafts. The diiference

arises from the different modes of conducting an account. In

London, the banker is paid by the balance standing to the

credit of the account. A customer who wants an advance,

takes a loan of such an amount as shall not require him to

keep less than his usual balance. The loan is placed to the

credit of his current account, until the time arrives for its

repayment, and then he is debited for the principal and the

interest. The country banker is paid by a commission, and

hence the advance to a customer is made by his overdrawing

the account, and he is charged interest only on the amount

overdrawn.

Loans are divided into short loans and dead loans. Short

loans are usually the practice of the London bankers : a time

is fixed for their repayment. Dead loans are those for the

payment of which there is no specified time ; or where the

party has failed to make the repayment at the time agreed

upon. In this case, too, the loan has usually been made
upon dead—that is, upon inconvertible security. Without

great caution on the part of the banker, short loans are very

apt to become dead loans. A loan is first made for two or

three months ; the time arrives, and the customer cannot pay

;

then the loan is renewed, and renewed, and renewed, and
ultimately the customer fails, and the banker has to fall back

upon his securities. The difi"erence between short loans and
dead loans may be illustrated by a reference to Liverpool

and Manchester. The Liverpool bankers make large advances

by way of loan, but usually on the security of cotton. The
cotton is sold in a few months, and the banker is paid. At
Manchester, the banker advances liis loans on the security of

mills and manufactories ; he cannot get repaid ; and after a
while the customer fails, and the mill or manufactory, when
sold, may not produce half the amount of the loan.

Dead loans are sometimes produced by lending money to

rich men. A man of moderate means will be anxious not to

borrow of his banker a loan which he will not be able
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punctually to repay, as the good opinion of his banker is

necessary to his credit. But a man of property has no
scruples of the kind : he has to build a house, to improve his

estate, or to extend his manufactory ; and he is unreasonable

enough to expect that his banker will supply him with the

necessary funds. He believes it will be only a temporary

advance, as he will shortly be in possession of ample means.

The banker lends the sum at first desired; more money is

wanted ; the expected supplies do not arrive ; and the advance

becomes a dead lock-up of capital. The loan may be very safe,

and yield a good rate of interest, but the banker would rather

have the money under his own control.

Dead loans are sometimes produced by lending money to

parties to buy shares in public companies. There was too

much business of this kind transacted by some bankers a few

years ago. The party did not at first, perchance, apply to

his banker to enable him to purchase the shares; but the

calls were heavy, and his ready money was gone; he felt

assiir'ed, however, that in a short time he should be able to

sell his shares at a high profit; he persuaded his banker to

pay the calls, taking the shares as security. Other calls

were made, which the banker had to pay. The market fell

;

and the shares, if sold, would not pay the banker's advances.

The sale, too, would have caused an enormous loss to the

eustomer. The advances became a dead loan, and the

banker had to wait till a favourable opportunity occurred for

realizing his security.

Iq- this, and in other ways, a banker has often much difficulty

with customers of a speculative character. If he refuses what

they ask, they remove their account, and give him a bad name

;

if he grants them their desires, they engage in speculations by

which they are ruined, and probably the banker sustains loss.

The point for the banker to decide is, whether he will lose them

or ruin them. It is best in this case, for the banker to fix upon

what advance he should make them, supposing they conduct

their affairs prudently ; and if they are dissatisfied with this, he

had better let them go ; after they have become bankrupts he

will get credit for his sagacity.

The discounting of bills is an ordinary matter of business,

and the banker has only to see that he has good names

to his bill ; but in regard to loans, a banker would do
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well to follow the advice which Mr. Taylor gives to indi-

viduals, and not to make a loan, unless he knows the pur-

pose for which it is borrowed, and to form his own judgment

as to the wisdom of the party who borrows, and as to the

probability of his having the means of repayment at the time

agreed upon.*

Sometimes, when an advance of money is wanted for two

or three months, the party gives a note of hand. This is

better than a mere loan, as it fixes the time of payment, and

keeps the transaction fresh in the recollection of the borrower.

But care must be taken that the note, by repeated renewals,

does not in fact become a dead loan. Hence, when a renewal

cannot be avoided, attempts should be made to reduce the

amount. When public companies, of only a short standing,

and not fully constituted, wish to borrow money of their

banker, it is sometimes expedient to take the joint and several

promissory note of the directors. By this means the banker

avoids all knotty questions connected with the law of partner-

ship ; and the directors will, for their own sakes, see that the

funds of the company shall, in due time, be rendered available

for the repayment of the loan.

We have said that dead loans are usually advanced upon

inconvertible security. Sometimes that security consists of

a deposit of deeds relating to leasehold or freehold property.

In London, however, this kind of security is not considered

desirable, and the following rules are usually observed :

—

No advances are made upon the security of deeds alone;

they are taken only as collateral security; and then only to

cover business transactions, and in cases where the parties are

supposed to be safe independently of deeds.

The value of the property should be much higher than the

sum it is intended to guarantee. When this is the case, and
the parties fail, their creditors may take the deeds, and pay the

debt due to the bank. The main use of taking deeds is to have

something to fall back upon in this way. A customer should

never receive more accommodation from having deposited his

deeds than that to which he is legitimately entitled. No
banker takes deeds if there is the slightest probability of his

being compelled to realize the property, as the legal difficulties

are very great.

• Fide Notes from Life, by Taylor.
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In all cases in which deeds are taken, they are submitted to

the inspection of the banker's solicitor, who makes a written

report upon the value of the property, as far as it can be

discovered by the deeds, and upon its legal validity as a

security to the bank.

The rule of a banker is, never to make any advances,

directly or indirectly, upon deeds, or any other dead security.

.

But this rule, like all other general rules, muSt have exceptions,

and when it is proper to make an exception is a matter that

must be left to the discretion of the banker. He should, how-

ever, exercise this discretion with caution and prudence, and

not deviate from the rule without a special reason to justify

such deviation.

Among country bankers, in agricultural districts, advances

upon deeds are not considered so objectionable as in London.

A landed proprietor, who wants a temporary advance, places

his deeds in the hands of his banker, and takes what he

requires. The banker thinks he can have no better security

;

but the loan is usually for only a moderate amount, and is paid

off within a reasonable time. In the country the character and

circumstances of every man are known. A landlord who wants

an advance to meet immediate demands, until his rents come

in, seems fairly entitled to assistance from his banker. But

should a landlord who is living beyond his income, ask for an

advance almost equal to the value of his deeds, he would not be

likely to obtain it.

Another kind of security is bills of lading, and dock

warrants. Advances upon securities such as these must be

considered as beyond the rules which prudent bankers lay

down for their own government ; they can only be justified by

the special circumstances of each case. In advancing upon

bills of lading, the banker must see that he has all fhe Mils of

the set ; for if he has not all, the holder of the absent bill may

get possession of the property. It is also necessary that he

have the policy of assurance, that, in case the ship be lost, he

may claim the value from the insurers. In advances upon

dock warrants, the banker should know that the value of the

goods is equal to his advances, and wiU also give him a margin,

as a security against any fall in the market price. But, in

truth, no banker should readily make advances upon such

securities. Now and then he' may take them as collateral

N
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security, for an advance to a customer who is otherwise

respectable. But if a customer requires such advances fre-

quently, not to say constantly, it shows that he is conducting

his business in a way that will not ultimately be either for his

own advantage, or that of his banker.

A banker should never make any advances upon life policies.

They may become void, should the party commit suicide, or die

by the hand of justice, or in a duel ; or if he go without

permission to certain foreign countries. The payment may be

disputed, upon the ground that some deception or concealment

was practised, when the policy was obtained. And, in all cases,

they are dependent upon the continued payment of the

premiums. The value of a policy, too, is also often overrated.

The insured fancies that his policy increases in value in exact

proportion to the number of premiums he has paid ; but if he

offers it to the company, he will find that he gets much less

than he expected. The policy is falued in a way that remune-

rates the office for the risk tliey have run during the years that

are past ; and the valuation has a reference only to the future.

There are certain signs of approaching failure, which a

banker must observe with reference to his customers. Thus—^if

he keeps a worse account than heretofore, and yet wants larger

discounts—if the bills offered for discount are drawn upon an

inferior class of people—if, when his bills are unpaid, he does

not take them up promptly—if he pays his money late in the

day, just in time to prevent his bills or cheques being returned

through the clearing ; but, above all, if he is found cross-fi.ring

:

that is, drawing bills upon parties who at the same time draw

bills upon him ; as soon as a banker detects a customer in fair

credit engaged in this practice, he should quietly give him

reason for removing his account.

Sometimes two parties, who keep different bankers, wiU

adopt a practice of exchanging cheques. Their cheques are

paid into the banks too late to be cleared on the same day

;

and hence the parties' accounts appear better the next day than

they otherwise would be. Some failing parties, too, have

recourse to forged or fictitious bills, which they put into cir-

culation to a large amount. The best way for a banker to

guard against loss from this practice is, to inquire in aU cases

about the accepters of the bills that he discounts, not only

when his customers are doubtful, but even when they are
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deemed respectable. Indeed, it is only people in good credit

that can pass fictitious bills.

The banker's rule is, that they who have discounts must keep

a pi'oportionate balance : this is useful, as the amount of

balance kept is an indication of the circumstances of the

party. "When a customer has heavy discounts, and keeps but a

small balance, it may usually be inferred that he is either

embarrassed in his affairs, or he is trading beyond his capital.

The operation which is called " nursing an account," some-

times requires considerable prudence, tact, and perseverance.

A banker having made considerable advances to a customer,

suddenly discovers that the party is not worthy of the confi-

dence he has placed in him. If these advances should be

called up, or discontinued, the customer will break, and the

banker sustain loss. The banker must be governed by the

circumstances of each case. It is sometimes best to continue

to discount the good bills, and refuse those of a different

character ; and thus gradually weed the account of all the

inferior securities. Sometimes he may get the customer to

stipulate that he will diminish his advances by certain fixed

amounts, at certain periods ; and thus, by alternately refusing

and complying, the banker may at length place himself in a

state of security. At other times, the banker may offer to

make still further advances, on condition of receiving good

security also for what has been already advanced. This plan

is advisable when the additional advance is not proportionably

large, and the security is not inconvertible, otherwise the plan

is sometimes a hazardous one. It requires some courage to

look a loss in the face. And it has occurred that a banker,

rather than sustain a small loss, will consent to make a further

large advance upon inconvertible security ; and the locking up

of this large advance for an indefinite period has proved the

greater evil of the two. In fact, some of the largest losses of

fallen banks have been made in this way. They have, in the

first instance, made an imprudent advance ; rather than sustain

this loss at once, they have made a further advance, with a view

to prevent it. The advance has at last become so large, that if

the customer falls, the bank must fall too ; for the sake of self-

existence, further advances are then made ; these too are found

ineffectual, and ultimately the customer and the bank fall

together.
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SECTION V.

THE ADMINISTRATION OF A BANK WITH EEGAED TO

PROCEEDINGS ON BILLS OF EXCHANGE.

When a banker has discoimted a bill, it is handed to the

accountant, who will see that it is drawn on a right stamp.

The accountant will read it through, and see that it is properly

drawn, and will observe that the sum in writing corresponds

with the sum expressed in figures, and that no alteration has

taken place in the amount, the date, tlie term, or the place at

which it is made payable; for these are material alterations,

and would affect the validity of the bill. He will then calcu-

late the time at which it falls due, and place tliis date upon the

bill, or, if it was there before, he will check it, and see that it is

right. He will then turn it over, and see that it is indorsed by
the party in whose favour it is drawn, and also that the subse-

quent indorsements are regular and properly spelled; for if

there be a variation of a single letter in the spelling of a name,

the payment of the bill could not be legally enforced. He will

also observe that the bill is indorsed by the party for whom it is

discounted. He will then pass the bill through the books,* and
at the close of the day deliver it with the others to the banker.

The banker will, on the following morning, put these bills

away in his bill-case according to the dates at which they fall

due. This point should be recollected by persons who have to

get bills from a banker before they are due ; for, after they

have given the amount and the names, the next question asked

them will be, " When is it due ?" for among a multitude of bills,

the only way of readily finding any individual bill is to turn to

those that fall due on the same day. Every day the banker
looks out the bills that fall due on the following day, and hands
them to the chief clerk (or, in some cases, the chief clerk him-
self has the charge of the bills), who, after checking them
against the books, distributes them among the clerks who are to

collect them. If the bill be not paid, it is noted on the same
evening, and on the following morning returned to the

customer for whom it was discounted, and his account is debited

* These books are described in the Section on Bonking Book-keeping.



Bills of Exchange. 181

foi- the amount. But if the party has not the sum to his credit,

and the banker does not like to trust him, he merely receives

notice of its dishonour ; and notice is also given to every other
party to the bill, with a demand for immediate payment. The
bill has now become that hated object, a " past due bill ;" and
after a while, if the parties are supposed to be " worth powder
and shot," it is handed to the bank's solicitor.

I shall give a short description of Bills of Exchange, and
notice a few of thoae points of law and of business which are
of most importance to practical bankers.

A bill of exchange is a written order from one person to

another, directing him to pay a sum of money either to the

drawer or to a third person at a future time. This is usually

a certain number of days, weeks, or months, either after the

date of the bill, or after sight; that is, after the person on
whom it is drawn shall have seen it, and shall have written on
the bill his willingness to pay it. The party expresses this

willingness by writing on the bill the word " accepted" and his

name. If the bill be drawn after sight, he also writes the

date of the acceptance.

If the party in whose favour the bill is drawn wishes to

transfer it, he writes his name on the back. This is called

an indorsement; and may be either special or general. A
special indorsement is made to a particular party ; as, " Pay
to Messrs. John Doe & Co. or order." A general, or blank

indorsement, is when the person merely writes his name. It

is held by the lawyers* that a special indorsement cannot

follow a general indorsement, and that in such a case the

holder may sustain an action for the amount though the bill

be not indorsed by. the party to whom it is thus specially

assigned. In practice, however, this is very common ; and

bankers always refuse to pay bills not properly indorsed

even though previous indorsements may be general. But, in

regard to post bills, the Bank of England pays no regard

to any special indorsement that may follow a general in-

dorsement.

* If a bill be once indorsed in blank, though afterwards indorsed in full, it

wiU still as against the diawer, the payee, the accepter, the blank indorser, and

all indorsers before him, be payable to beaier, though as against the special

indorser himself title must be made through his indorsee.

—

Serjeant Byles on

BiUs of Exchange, p. 115.
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The following is the form of a Bill of Exchange :

—

£1000. London, 1st of May, 1827.

Two months after date, pay to the order of Messrs. Quick,

Active, & Co. (or me or my order) the sum of One Thousand Pounds,

for value received.

Hearty, Jolly, & Go.

Accepted, payable at

To Messrs. John Careful & Co. Messrs. Steady & Co., Bankers.

Southwark. John Careful <fc Co.

A Promissory Note is as follows :

—

£1000.
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All bills, except ttose payable on demand or at sight, are

.allowed three days' grace. Thus, a bill drawn at two months
from the 1st of May, will fall due on the 4th of July ; but if

that day be a Sunday, or a public holiday,* the bill will be due

on the day before. Some bills, instead of being drawn-after date

or sight, state the time of payment, as " On the first of August

pay, &c." These bills are allowed the usual three days of grace.

Such a biU would fall due on the 4th of August.

Some parties, when they indorse a bill, write at bottom,

" In case of need, apply to Messrs. 0. D. & Co." That is, if

the bill be not paid when due, Messrs. 0. D. & Co. will on the

day after it is due pay it for the honour of the indorsers. The

notaries always observe the " cases of need " upon the bills that

come into their hands, and apply to the proper parties. The

advantage of placing a case of need upon a bill is, that the

party endorsing it receives it back sooner in case of non-pay-

1
ment. It also makes the bill more respectable, and secures its

circulation.

Were it not for the space it occupies, it would be very

desirable that the indorser of a bill of exchange should be com-

pelled to state also his address. This would prevent forged

and fictitious indorsements, and give a banker who discounts a

bill, a better opportunity of ascertaining the respectability of

the parties. In case, too, the bill was unpaid, he might

immediately apply to all the indorsers, whereas now he has to

find them out in the best way he can. The indorsers and

drawer of a bill would have earlier notice of its non-payment,

and have a better opportunity of obtaining their money from the

antecedent parties.

Bills are divided into Inland and Foreign. Inland bills are

those in which both the drawer and the accepter reside in

England. Bills drawn from Scotland, or Ireland, are consi-

dered as foreign bills. If a foreign bill be refused acceptance or

payment, it should be immediately protested and returned. An

* To remove all doubts upon this subject, an Act of Parliament was passed

(7th & 8th Geo. IV. chap. 5), which enacts " that from and after the tenth day

of April, one thousand eight hundred and twenty-seven, Good Friday and

Christmas-day, and every day of fast or thanksgiving appointed by his Majesty,

is and shall for all purposes whatever, as regards bills of exchange and promis-

sory notes, be treated and considered as the Lord's-day , commonly called Sunday."

This Act does not extend to Scotland, hut it has since been extended to Ireland.

This Act does not vitiate a bill dated on a Sunday.
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inland bill is only noted, and then only when refused payment.

A foreign bill may be accepted verbally, or by letter ; but no

acceptance of a^ inland bill is valid, unless written upon the bill

itself.*

When a merchant in one country draws bills upon a mer-

chant residing in another countiy, he usually draws them in

sets : that is, he draws two, three, or more bills of the same

tenor and date. These bills are sent to his correspondent by

different ships. Thus he secures the swiftest conveyance, and

his remittances will not be delayed by any accident that may

happen to an individual ship. In drawing these bills, it is

always expressly stated whether each bill be the first, second,

or third of a set ; as, " Pay this my first of exchange (the

second and third not being paid)." On the payment of any one

bill, the others are of no value. If a merchant, say at Paris, has

a set of bills drawn on a merchant at London, he will sometimes

send over the first bill to his correspondent in London, to get it

accepted, and to retain it until claimed by the holder of the

second. The merchant at Paris will then write on the second

bill, that the fii'st lies accepted at such a house in London. He
will then sell it or pay it away. By this means he is sure that

the bill he negotiates will not be returned to him, and greater

value is given to his bill, not only as it has tlie additional

security of the accepter's name, but, if it be drawn after sight, it

will become due so much the sooner. When the second bill

arrives in London, the holder takes it to the house where the

first is deposited, and it is immediately given up to him.

Foreign bills are often drawn at a " usance '' after date. A
usance from Amsterdam, Eotterdam, Hamburgh, or any place in

Germany, is one month ; from France, thirty days ; from Spain

and Portugal, two months ; from Sweden, seventy-five days

;

from Italy, three months. Where it is necessary to divide a

month upon a half usance, which is the case when the usance is

either one month or three, the half month is always fifteen days.

Bills drawn from Eussia are dated according to the old style, and

twelve days must be added to the date, in order to ascertain at

what time they fall due.

A bill is sometimes accepted for the Jionow of the drawer, or

of one of the indorsers. Thus, if a bill from Hamburgh be drawn

upon a person in London, who refuses to accept it, another party,

* See 1 & 2 Geo. IV. cap. 78.



Bills of Exchange. 185

linowing the drawer or one of the indorsers to be a respectable

man, may accept the bill himself, for the honour of the party

with whom he is acquainted. By this means he prevents the

bill being returned with expenses. This kind of acceptance

renders him liable to pay the bill on the day after it is due, but

he can afterwards recover the amount from the party for whose
honour he had accepted it, and, of course, from all preceding

parties. But, to secure himself, he must not accept the bill

until after it has been protested for non-acceptance, and he must
write, " Accepted for the honour of A. B. & Co.," upon the face of

the bill. And when the bill is due, he must not pay it, until it

has been presented for payment to the drawee.

Bills accepted, and made payable at a banking-house, in the

usual manner, without the addition of the word only, may be

presented either at the banking-house, or at the residence of the

accepter. In either case, it is a legal presentment,* as far as

regards the accepter. In practice, however, bills are always

presented at the place where they are made payable. If a bill

be addressed to a banking-house or any other place only, the

payment cannot be enforced until it has been presented at that

place. If any particular place of payment be mentioned in the

body of a promissory note, it must be presented there.

When bankers receive any unaccepted bills, they send them
out for acceptance, if they have four days to run. They are left

at the house of the drawee, and are called for on the following

day. On the day the bills are due, the tellers present them in

the morning, at the place where they are made payable. If not

paid when presented, they leave a printed notice or direction, of

which the following is a copy :

—

Billfor £
Drawn hy Mr.

On Mr.

Lies due at Messrs. Steady & Co.,

No. Lombard Street.

Please call between Two and Four o'cloclc.

If not paid by five o'clock, the bill is sent to the notary's. It

is brought to the banking-house the following morning, with

' 1 & 2 Geo. IV. cap. 78
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the notary's ticket attached to it, stating the reason why it is

not paid. The bill is then returned to the customer. If it

be a foreign bill, that is, drawn from any foreign land, it must

be protested. Foreign bills are also protested for non-accept-

ance ; but inland bills are not, nor even noted*, but the party

who remitted the bill to the banking-house is advised of the

circumstance.

The following is the form of a Draft or Cheque :

—

No. 457.
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Draft or order drawn by any banker in the United Kingdom upon any
other banker in the United Kingdom, not payable to -bearer or
to order, and used solely for the purpose of settling or clearing any
account between such bankers.

Letter written by a banker in the United Kingdom to any other banker
in the United Kingdom, directing the payment of any sum of money, the
same not being payable to bearer or order, and such letter not being
sent or deUrered to the person to whom payment is to be made, or to any
person on his behalf.

Letter of credit granted in the United Kingdom authorising drafts to

be drawn out of the United Kingdom payable in the United Kingdom.

Oovernment Drafts, Orders, and Bills.

Coupon or warrant for interest attached to and issued with any
security.

Sect. 48. The term"biU of exchange" for the purposes of this Act
includes also draft, order, cheque, and letter of credit, and any docimient
or writing (except u, bank note) entitling or p\irporting to entitle any
person, whether named therein or not, to payment by any other person of

or to draw upon any other person for, any sum of money therein

mentioned.

An order for the payment of any sum of money by a biU of exchange
or promissory note, or for the delivery of any bill of exchange or pro-

missory note in satisfaction of any sum of money, or for the payment of

any sum of money out of any particular fund which may or may not be
available, or upon any condition or contingency which may or may not

be performed or happen, is to be deemed for the purposes of this Act a
bin of exchange for the payment of money on demand.
An order for the payment of any sum of money weekly, monthly, or

at any other stated periods, and also any order for the payment by any
person at any time after the date thereof of any sum of money, and sent

or dehvered by the person making the same to the person by whom
the payment is to be made, and not to the person to whom the payment
is to be made, or to any person on his behalf, is to bo deemed for the

purposes of this Act a bill of exchange for the payment of money on
demand.

Sect. 49. The term " promissory note " means and includes any docu-

ment or writing (except a bcink note) containing a promise to pay any sum
of money.

A note promising the payment of any sum of money out of any par-

ticular fund which may or may not be available, or upon any condition

or contingency which may or may not be performed or happen, is to be

deemed for the purposes of this Act a promissory note for the said sum of

money.

Sect. 50. The fixed duty of one penny on a bill of exchange for the pay-

ment of money on demand may be denoted by an adhesive stamp, which

is to be cancelled by the person by whom the bill is signed before he

delivers it out of his hands, custody, or power.

Sect. 51. The ad valorem duties upon bills of exchange and promissory
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notes drawn or made out of tlie United Kingdom are to be denoted by

adhesive stamps.

Every person into -whose hands any such bill or note comes in the

United Kingdom before it is stamped shall, before he presents for pay-

ment, or indorses, transfers, or in any manner negotiates, or pays such

bill or note, affix thereto a proper adhesive stamp or proper adhesive

stamps of sufficient amount, and cancel every stamp so affixed thereto.

Provided as follows

:

If at the time when any such bill or note comes into the hands of

any lonafide holder thereof there is affixed thereunto an adhesive

stamp effectually obliterated, and purporting and appearing

to be duly cancelled, such stamp shall, so far as relates to

such holder, be deemed to be duly cancelled, although it may

not appear to have been so affixed or cancelled by the proper

person.

If at the time when any such bin or note comes into the hands of

any bona fide holder whereof there is affixed thereto an adhesive

stamp not duly cancelled, it shall be competent for such holder

to cancel such stamp as if he were the person by whom it was

affixed, and upon his so doing such biU or note shall be deemed

duly stamped, and as valid and available as if the stamp had

been duly cancelled by the person by whom it was affixed.

But neither of the foregoing provisoes is to relieve any person from any

penalty incurred hy him for not cancelling any adhesive stamp.

Seot. 52. A bill of exchange or promissory note purporting to be

drawn or made oat of the United Kingdom is, for the purposes of this

Act, to be deemed to have been so drawn or made, although it may in

fact have been drawn or made within the United Kingdom.

Sect. 53. "Where a bill of exchange or promissory note has been written

on material bearing an impressed stamp of sufficient amount but of

improper denomination, it may be stamped with the proper stamp on

payment of the duty, and a penalty of forty shillings if the biU or note

be not then payable according to its tenor, and of ten pounds if the

same be so payable.

Except as aforesaid, no bill of exchange or promissory note shall

be stamped with an impressed stamp after the execution thereof.

Sect. 54. Every person who issues, indorses, transfers, negotiates,

presents for payment, or pays any biU of exchange or promissory

note liable to duty and not being duly stamped shall forfeit the sum
of ten pounds, and the person who takes or receives from any other

person any such bill or note not being duly stamped either in payment
or as a security, or by purchase or otherwise, shall not be entitled

to recover thereon, or to make the same available for any purpose

whatever.

Provided that if any bill of exchange for the payment of money on

demand, liable only to the duty of one penny, is presented for payment
unstamped, the- person to whom it is so presented may affix thereunto a

proper adhesive stamp, and cancel the same, as if he had been the drawer

of the bill, and may, upon so doing, pay the sum in the said bill men-
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tioned, and charge the duty in account against the person by whom the
bill was drawn, or deduct such duty from the said sum, and such bill is,

so far as respects the duty, to be deemed good and valid.

But the foregoing proviso is not to relieve any person from any
penalty he may have incurred in relation to such bill.

Sect. 55. When a bill of exchange is drawn in a set according to the

custom of merchants, and one of the set is duly stamped, the other or

others of the set shall, unless issued or in some manner negotiated apart

from such duly stamped bill, be exempt from duty ; and upon proof of

the loss or destruction of a duly stamped bill forming one of a set, any
other bill of the set which has not been issued or in any manner nego-

tiated apart from such lost or destroyed bill may, although unstamped,

be admitted in evidence to prove the contents of such lost or destroyed

bill.

Prior to the passing of the 33 and 34 Tic. c. 93 (the Married

Woman's Property Act, 1870), if a woman accepted a bill and
married before it became due, her husband could be sued for the

amount, but she could not ; but by the above Act this is not so

now, for that statute (sec. 12), enacts that " a husband shall not

by reason of any marriage which shall take place after this Act
has come into operation, be liable for the debts of his wife con-

tracted before marriage, but the wife shall be liable to be sued,

and any property belonging to her for her separate use, shall be

liable to satisfy such debts as if she had continued unmarried."

If a bill be indorsed to a woman, who afterwards marries, her

husband must indorse the bill, unless she indorses it as the agent

and by the authority of her husband. Should she have occasion

to sue any of the antecedent parties to a bUl, the action may be

brought in the name of the husband, where the bill is drawn to

" order," otherwise it must be brought in thli^oint names of the

husband and the wife. If a woman who is actually married

accepts a bill by and with the authority of her husband, the

acceptance is bindiag on the husband ; but if she accepts a bill

without his authority, he cannot be legally compelled to pay it,

unless it were given for articles necessary to her support.

A person under twenty-one yeai's of age, whether accepter,

drawer, or indorser of a bill of exchange, cannot be sued at law,

except the bill be drawn upon him for necessaries ; but if he

draw a bill, and transfer it to a third person, the third party

may sue the accepter. The term " necessaries " is generally

considered to include not only those things which are essential

to existence,' but those also which are suitable to the rank of the

party. Many articles are considered necessary to the son of a
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nobleman which would not be necessaiy to a man of an inferior

station in society.

If the drawee refuse to accept a bill, the holder may imme-

diately bring an action for the amount against all the other

parties, without waiting until the bill becomes due. And should

the word " at " be written before the name of the drawee, it

makes no difference, especially if it be written in such a manner

as if designed to escape observation. But it is the practice of

the London bankers to hold bills refused acceptance, and merely

give notice of the circumstance to the party who sent it to the

bank. If, however, it be an inland bill, drawn after sight, the

bill is noted for non-acceptance. If it be a foreign bill, it is

protested, and the protest sent to the last indorser. If the bill

be not paid when due, it is then protested for non-payment, and

with the second protest returned to the last indorser. When a

bill is drawn after sight, the day on which it is noted or pro-

tested for non-acceptance is regarded as the day on which the

drawee has sent it, and the time on which it will become due is

calculated accordingly.

If the accepter, drawer, and all the indorsers to a bill become

bankrupts, the holder may prove for the full amount under each

commission, and receive a dividend under each, provided he do

not receive altogether more than 20s. in the pound. But if he

receive a dividend under one commission before proving under

the others, he can only prove for the balance.

If a bill be lost, immediate notice should be given to the

accepter, and to the bankers or other parties at whose house it

may be made payable. If, after such notice, they pay the bill

to any person who has not given value for it, they are account-

able to the loser. But a person who has given value for a lost

or stolen bill, to a thief, or to a finder, can recover the amount
from all the parties in the same way as though he had received

it in the course of business from the last indorser, provided the

bill was not specially indorsed. But if it was specially indorsed,

and the thief or finder should have forged the indorsement, the
holder cannot recover the amount, even though he may have
given value for the bill, but he must sustain the loss.

If a lost bill should have been specially indorsed, or if the
loser can prove that the bill has been destroyed, he can bring
an action against the accepter for the amoimt. But if he
cannot prove tliat the bill is actually destroyed, and it was
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indorsed in blank, he cannot recover from the accepter. For
it is possible that a iinder may pass it for a valuable considera-

tion to another party, who would thus be a hona fide holder,

and might compel the accepter to pay him the amount. In

tliis case, therefore, the loser has no redress in law, but he may
apply to a court of equity, and might obtain an order upon the

accepter to pay the amount of the lost bill upon receiving a

satisfactory indemnity. The loser of a bill should cause pay-

ment to be demanded from the accepter the day it falls due,

and give notice of dishonour to the drawer and indorsers, in the

same way as though he had the bill in his possession.

A country banker gave change for a Bank of England note

for lOOZ. which had been stolen. It was done at the time of the

races, and immediately on opening the bank. The party who
brought it stated he had some bets to pay at the race-course,

and gave a fictitious address, which was written on the note.

The loser of the note brought an action against the banker, and

recovered the amount. The judge who tried the cause stated

that in his opinion there had been laches, i.e., neglect dn the

part of the bankers in not making further inquiry, and under

his direction the jury returned a verdict for the plaintiif.

Eeferring to the above decision, Serjeant Byles observes :

—

" But it is now definitely settled that if a man takes honestly an instru-

ment made or become payable to bearer, he has a good title to it, with

whatever degree of negligence he may have acted, unless his gross

negligence induce the jury to find fraud."*

The following case was tried in the Court of Queen's Bench :

—

The question involved was the right of money-changers to take Bank
of England notes in disregard of notices that they had been stolen. The
action was brought by Messrs. Adam Spielmann and Co., of London, as

correspondents of Messrs. Meyer Spielmann and Co., of Paris, to recover

the amount of two Bank of England notes for 500Z. each, which had

formed portions of notes, for the value in all of 3,000?., stolen from

Messrs. Brown, Shipley and Co., of Liverpool. The notes were stolen in

November, 1852, and it was proved that notices of the robbery were

delivered at the places of business of both iirms. One of the notes was

alleged to have been received by Meyer Spielmann and Co., in Paris, from

a person giving the name of G. F. Howard, and the other ft'om

A. Monteaux, a money-changer in Paris, which note also had the name

of G. F. Howard upon it. Both notes were remitted by Messrs. Meyer

Spielmann and Co. to Messrs. Adam Spielmann and Co., and received

by them in London. On behalf of the plaintiff it was contended that;

" Byles on Bills of Exchange, page 12G,
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the notes having been taken in the ordinary course of business, he was

entitled to recover upon them. Lord Campbell left to the jury the

question whether Meyer Spielmann took the notes hona fide and for

value ; whether Adam Spielmann received them lon&fide as a remitance

;

and whether the notices were left at the places of business of both parties.

The jury found that Meyer Spielmann and Co. did not take the notes

hona fide for value; that Adam Spielmann and Co. did take them hona

fide as a remittance ; and that the notices were duly received. Upon
this finding, Lord Campbell directed a verdict to be entered for the Bank

of England."
,

The Editor observes :

—

" It is hoped that this decision will have the effect of preventing the

practice, which has become too common, of taking stolen notes, which
cannot be passed in England, to the chief cities of Europe, and there

obtaining the amount through money-changers, who afterwards claim

the value from the Bank, on the ground that the notes have been taken
in due course of business, although, in fact, no sufficient inquiry has been

made as to the hona fides of the transaction, or the respectability of the

parties presenting them."*

But in a similar action brought by Messrs. Eaphael and Co.

on the part of Messrs. St. Paul and Co., of Paris, against the

Bank of England, for the amount of another of these stolen

notes, the verdict was for the plaintiff. The following were the

points on which the jury were directed to decide :

—

" 1. Was the money paid ? 2. Were the notices served on St. Paul and
Co. ? 3. Did they know of, and had they the means of knowledge of the
robbery at the time they discounted the note ? The juiy, after retiring
for three quarters of an hour, found, in answer to these questions.—
1. That Messrs. St. Paul gave full value for the note. 2. That the notices
were served. 3. That the notices were not taken proper care of, and that
St. Paul had the means of knowledge if he had taken proper care of the
notices, but that he did not know of the loss at the time; and, lastly,

that the plaintiff took the note ho-ndfida.

" Terdict for the plaintiff—534Z. Execution to be stayed, but no points
reserved."

Any material alteration of a bill of exchange vitiates the bill,

and it cannot be legally enforced against any of the parties,
unless the alteration be made before the bill be accepted, and
also before it has passed out of the hands of the drawer.

Thus, if a bill be left for acceptance by the drawer, and the
drawee alter the date, time, or amount of the bill, and then
accept it, the alteration does not affect the validity of the bill

:

but if the bill be left for acceptance by a third party, and the

* Bankms' Magazine, March 1855.
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drawee then alters and accepts the bill, the bill is vitiated. Any
alteration in the date, sum, time, name of drawer or payee, or

appointing a new place of payment, is a material alteration, and
requires a new stamp. But any alteration made only with a
view of correcting a mistake does not vitiate a bill, provided it

be made with the concurrence of all the parties. If a drawee

accepts a bill, and before he gives the bill out of his possession

cancels his acceptance, he cannot be compelled to pay it.

A bill must be presented in reasonable time. But what is a

reasonable time is a question of consideration for the jury, and
the decision has varied according to circumstances. If a bill be

presented at a banker's after the hour of business, the present-

ment is not in reasonable time. Nevertheless such a present-

ment is a legal presentment, if the banker or any person on his

behalf should be there to give an answer to the party pre-

senting it.

Cheques, and notes payable on demand, should also be pre-

sented for payment within a reasonable time after they are

received. It has been held that a person who receives a cheque

is not bound to present it at the banker's till the next morning

;

and if the bank was at a distance, he was not bound to put the

cheque into the post-ofBce until the next day. But, perhaps, it

would not be safe to rely upon these decisions. No general

rule can be given ; for the time which may be reasonable in one

case may be unreasonable in another.

If a banker receives a bill or note by post, he is not required

to present it until the next day.

" A man taking a bill or note payable on demand, or a cheque, is not

boimd, laying aside all other business, to present or transmit it for

payment the very first oijportunity. It has long since been decided, in

numerous cases, that, though the party by whom the bill or note is to be

paid live in the same place, it is not necessary to present the instrument

for payment till the morning next after the day on which it was received.

And later cases have established, that the holder of a cheque has the

whole of the banking hours of the next day within which to present it

for payment."*

In the following case it was decided that the presentment of

a bill of exchange at the Clearing-house is a legal presentment.

" On the 11th September, between one and two o'clock, the defendants

gave the plaintiffs a cheque upon Bloxam and Co., the bankers, ia

payment for goods. The plaintiffs lodged the cheque with Messrs.

* Byles's Law of Bills of Exchange, page 123.

U
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.

Harrison, the bankers, a few minutes after four ; and they presented it

hetyeen five and six to Bloxam and Co., who marked it as good. It was

proved to be the usage among London bankers not to pay any cheque

presented by or on behalf of another banker after four o'clock, but

merely to mark it if good, and pay it next day at the clearing-house.

On the 12th at noon Harrison's clerk took this cheque to the clearing-

house, but no person attended for Bloxam and Co., who stopped payment

at nine on that morning, and the cheque was therefore treated as dis-

honoured. The plaintiffs, in going with the cheque to Harrison's, passed

Bloxam's house. On a case stating these facts, the couit held that there

had been no laches in the plaintiffs, in not presenting the cheque to

Bloxam and Co. on the 11th for payment, or in his bankers in not pre-

senting it at the banking-house, but merely at the clearing-house, and

therefore gave judgment for the plaintiff."*

Bills may be negotiated after they are due, but the party

receiving an over-due bill cannot acquire a claim which the

party holding the bill did not possess. For instance, one party

may draw an accommodation bill upon another. As in this

case no value had been given, the drawer could not sue the

accepter for the amount. But if the drawer had passed this bill

for value to a third party before it beoame due, that party could

sue the accepter. But if the drawer passed it to a third party

even for value after it became due, the third party could not

sue the accepter, bat would stand in the same situation as the

drawer.

If a party lodge bills with a banker for the purpose of being

collected, and the amount when received to be placed to his

credit, and the banker gets them discounted, and applies the

money to his own use, the customer has no redress except against

the banker. The party who has given value for the biUs to the

banker can enforce payment of them.

As the giving notice of the dishonour of a bill or cheque is of

considerable practical importance, I shall make a few extracts

upon the subject from Mr. Justice Bayley's Treatise on Bills of

Exchange.

" Though no prescribed form be necessary for notice of the dishonour of

a bill or note, it ought to import that the person to whom it is given is

considered liable, and that payment from him is expected.

" And the notice ought to import that the bill or note has been dis-

honoured : a mere demand of "payment and threat of law proceedings in

case of non-payment is not sufficient.

"Especially if such demand be made on the day the bill or note

becomes due.

* Bayley on Bills of Exolinngc.
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"Notice must be giTen of a failure in the attempt to procure an
acceptance, thongli the application for such acceptance might have been
unnecessary ; otherwise the person guilty of the neglect may lose his

remedy iipon the bill.

" The notice must come from the holder, or from some party entitled to

call for payment or reimbursement.
" A notice from the holder or any other party will insure to the benefit

of every other party who stands between the person giving the notice,

and the person to whom it is given. Therefore, a notice from the

last indorsee to the drawer will operate as a notice from each indorsee.
" It is, nevertheless, prudent in each party who receives a notice, to

give immediate notice to those parties against whom he may have right

to claim ; for the holder may have omitted notice to some of them, and
that will be no protection, or there may be difficulties in proving such
notice.

" A notice the day the bill or note becomes due is not too soon ; for

though payment may still be made within the day, non-payment on

presentment is a dishonour.

"To such of the parties as reside in the place where the presentment

was made, the notice must be given at the farthest by the expiration of the

day following the refusal : to those who reside elsewhere, by the post of

that or the next post day. Each party has a day for giving notice, and he

is entitled to the whole day; at least, eight or nine o'clock at night is not

too late. He will be entitled to the whole day, though the post by which
he is to send it goes out within the day.

" And though there be no post the succeeding day for the place to which

he is to send. Therefore, where the notice is to be sent by the post, it

will be sufficient if it be sent by the post of the following day. Or, if

there be no post the following day, the day after.

" Where a party receives notice on a Sunday, he is in the same situation

as if it did not reach him till the Monday; he is not bound to pay it any

attention till the Monday, and has the whole of Monday for the purpose.

So, if the day on which notice ought thus to be given be a day of public

rest, as Christmas-day or Good Friday, or any day appointed by pro-

clamation for a solemn fast or thanksgiving, the notice need not be given

until the following day.

"And it has been held that where a man is of a religion which

gives to any other day of the week the sanctity of Sunday, as in

the case of the Jews, he is entitled to the same indulgence as on that

day.

"Where Christmas-day, or such day of fast or thanksgiving, shall be on a

Monday, notice of the dishonour of bills or notes due or payable the

Saturday preceding need not be given until the Tuesday.

" And Good Friday, Christmas-day, and any day of fast or thanksgiving,

shall, from 10th April, 1827, as far as regards bills or notes, be treated

and considered as Sunday.
" But these provisions do not apply to Scotland.

" If the holder of a bill or note place it in the hands of his banker, the

banker is only bound to give notice of its dishonour to his customer, in

o 2
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like manner as if the banker were himself the holder, and his customer

were the party next entitled to notice.

" And the customer has the like time to communicate such notice, as if

he had received it from a holder.

" And therefore, by thus placing a bill or note in a banker's hands,

the number of persons from whom notice must pass is increased by

one.

"Thus notice sent by a London banker to a London customer, the

day after the dishonour, is in time ; and if the customer communicate that

notice the day following, that will be in time also.

" It is no excuse for not giving notice the next day after a party

receives one, that he received his notice earlier than the preceding

parties were bound to give it ; and that he gave notice within what would

have been proper time if each preceding party had taken all the time

the law allowed him. The time is to be calculated according to the

period when the party in fact received his notice. Nor is it any excuse

that there are several intervening parties between him who gives the

notice, and defendant to whom it is given ; and that if the notice had
been communicated through these intervening parties, and each had
taken the time the law allows, the defendant would not have had the

notice sooner.

" Sending a verbal notice to a merchant's counting-house in the

ordinary hours of business, at a time when he or some of his people

might reasonably be expected to be there, is sufficient ; it is not neces-

sary to leave or to send a written notice, or to send to the house where
ne lives. Sending notice by the post is sufficient, though it be not

received ; and where there is no post, it is sufficient to send by the

ordinary mode of conveyance.

"And it is not essential the notice should be sent by the post where
there is one ; sending to an agent by a private conveyance, that he may
give the notice, is sufficient, if the agent give the notice, or taj:e due
steps for the purpose, without delay.

"Notice to one of several partners is notice to all: and when a bill

has been drawn by a firm upon one of the partners, and by him
accepted and dishonoured, it is unnecessary to give notice of such dishonour
to the firm ; for this must necessarily be known to one of them, and the
knowledge of one is the knowledge of all.

" Upon an acceptance payable at a banker's, notice of non-payment
need not be given to the accepter, for he makes the bankers his agents

;

presentment to them is presentment to him.
" A person who has been once discharged by laches from his hability

on a bill or note, is always discharged. And, therefore, where two or
more parties to a bill or note have been so discharged, but one of them,
not knowing of the laches, pays it; he pays it in his own wrong, and
cannot recover the money from another of such parties."

As many bills drawn in foreign languages pass through the

] lands of a London banker, it may be useful to give a list of
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some of those words which express the amount and the time, the
two main points in a bill of exchange :

—

English .

German .

Dutch

French .

Italian .

Spanish .

Portuguese

One Two Three

Ein Zwei Drei

Een Twee Drie

Danish

Sixty

Sechzig

Zestig

Un Deux Trois Soixante

Uno Due Tre

Uno Dos Tres

Hum Doug Tres

En Twa Tre

Een To Tre

Unglish

German
Dutch

French

Italian

Danish

English

German
Dutch

French

Italian

Portuguese

Swedish .

Danish

Sesenta

Seoenta

Sexti

Ninety.

Neunzig.

Negentig.

(Quatre-vingt-dix, or

\ Nonante.

Nonanta, or Novanta.

Noventa.

Noventa.

Nitti.

Tredsindstyve Halvfemtesindstyve.

. Two Months after date.

. Zwei Monate nach dato.

. Twee Maanden na dato.

. A deux mois de date.

. A due mesi dopo data.

(A dos meses de la fecha.

(A dos meses data.

. A dous mezes de data.

. Twa Manander ifran dato.

. To maaneder efter dato.

. Three days after sight.

. Drei tage nach sioht.

. Drie dagen na zigt.

. A trois jours de vue.

fA tre giorni vista.

• (A tre giorni dopo vista.

. A tres dias vista.

. A tres dias vista.

Tre dagar efter sigt.

. Tre dage efter sigt.*

In all the above languages, " at sight " is usually expressed

by a vista, except the French, which expresses it by a vue.

" At usance " is expressed by a uso or ad uso. The names of

the months so nearly resemble the English, that a mistake can

but rarely occur.

* These phrases are taken from a small pamphlet, called The Interpreter,

compiled and translated by a Member of the Society of Public Notaries in

London.
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The following are forms of bills in each of the above-men-

tioned languages :

—

Febnch.

Lille, le 28 Sept&mbre, 18 . Bon pour £158 9 Sterlings

Au vingt-cinq Decemhre prochain, payez par ce mandat a Vordre de

noas-memes la somme de cent cinquante-hitit livres sterlings 9 schellings

valeur en nous-memes et que passerez suivant I'avis de

A Messrs. _

a Londres.

Gbbman.

Numlerg, den 28 October, 18 . Pro £100 Sterling.

Zwei Monate nach dato zahhn Sie gegen diesen Prima Wechsel an die

Ordre des Berm Ein Hundert Pfund Sterling dm,

Werth erhalten. Sie iringen solche auf Rechnung laut Bericht von der

Herren

London.

Dutch.

Qrouw, den \st November, 18 . Voor £59 17 6

Twee maanden na dato gelieve UEd te betalen voor dezen onzen

prima Wisselbrief de secunda niet betaald zynde aan de ordre van de

Heeren, negen & vyftig Ponden zeventien schelling en

zespences sterling, de waarde in rekening UEd stelle het op rehening

met of zander advys van.

de Heer

te London.

Italian.

Livorno, le 25 Settembre, 18 . Per £500 SterUns.

A Tre mesi data pagate per questa prima de Gambio (una sol volta)

all' ordine , la somma di Lire cinque cento

sterline valuta cambiata, e ponete in conto M. 8. secondo I'avviso Ad.dio

Al

Londru.
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Spanish.

Malaga, a 20 Ae Sell" de 18 . Son £300.

A noventa dias fecha se serviran V mandar pagar por esta primera

de camhio d la orden de loss S"" Tres cientas libras

Esterlinas en oro o plata valor recibido de dhos S"' que anotaran valor

en cuenta segun aviso de

A los S"'_

Londres.

POETUGUBSE.

£C00 Esterlinas. Lisbon, aos 8 de Dezemhro de 18 .

A Sessenta dias de vista precizos pagard V por

esta nossa unica via de Letra Segura, a nos ou a nossa Ordem a quantia

adma de Seis Centas lAvras Esterlinas valor de nos recehido em Fa-

zendas, que passera em Gomta segundo o aviso de

Ao Sen'_

Londres.

Swedish.

Bjorneberg, den 23 Sepiemher, 18 . For £ Sterl. 100.

Nittio Dagar efter dato beJiagade E. B. emot denna prima Wexel

(secundo obetald) betala tUl Herr elle ordres Etthun-

dra Fund Sterling som stalles i rakning enligt avis.

Herrar

London.

Danish.

KjdbenJiavn, 9 December, 18 . Ebae 4,000.

Tre maaneder efter dato beJiager de at betale denne Prima Vexel,

seounda ihke, til Herr eller ordre med Fire Tusinde

Eigsbank Baler, Valutta modtaget og stilles i Megning ifolge advis.

IIerrer_

London.

Formerly bills of exchange constituted a large proportion of

the circulating medium of Lancashire, and supplied the place of

country notes. The following account is given by J. Gladstone,

Esq., M.P., before a Parliamentary Committee :

—

" We sell our goods, not for payments in cash, such as are usual in other

places, but generally at credits from ten days to three months, to be then
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paid for in bills on London at two or three months' date ; those bills we

pay to our bankers, and receive from them bills or cash when we have

occasion for either, to make our payments. The bank notes or gold we

require for our ordinaiy purposes and charges of merchandise of every

description. The account is kept floating. The interest on both sides

is calculated at the same rate, at present five per cent. Last year the

rate was reduced to four ; and the banker charges a commission of a

quarter per cent, on the amount of one side of the account ; that charge

is his remuneration, and that of his bankers in London, for paying our

acceptances there, both inland and foreign. The account fluctuates, de-

pending on the confidence the banker may have in his customers; if

that confidence is entire, the customer is occasionally in his banker's debt,

but more frequently the balance is in his favour.

" Does that extend to the whole of Lancashire ?—I believe the system

at Manchester, Preston, and the other principal towns, is similar ; I am
not aware of any other. There are some small country bankers in the

neighbourhood of Manchester, who issue promissory notes, but I do not

know anything of their practice : none of the more respectable banks in

Lancashire do issue them."*
" If I sell a thousand pounds' worth of goods to a wholesale grocer, or

any other person who again distributes them to his customers in the

country, when he comes to pay me the 1,OOOZ. he will do so in bills, rxm-

ning from IQl. to any other sum; the 1,000Z. may be paid in twenty or

thirty bills of exchange, drawn on London, and generally at two and

sometimes three months' date."t

Mr. Lewis Loyd, of the firm of Messrs. Jones, Loyd & Co.,

estimated in 1826 that the circulation of Manchester consists of

nine parts hills of exchange, and the tenth part gold and Bank

of England notes. Others think the proportion is as high as

twenty to one, or even fifty to one.t Mr. Loyd stated he had

seen bills of lOZ. with 120 indorsements upon them ; and when

the stamp duties were lower, bills were drawn of a less amount.

He gives the following criteria of accommodation bills. " Bills

that are issued for speculation generally travel to London very

rapidly, with very few indorsements upon them; they are

wanted to be converted into bank notes immediately, and come
quite clean, and without any marks of negotiation upon them

;

and besides that, we know the parties upon them pretty well."

In Scotland an accommodation bill is called a wind bill.

It may be mentioned, that after the establishment of branches

of the Bank of England at Manchester and Liverpool, the bill

ciretilation of Lancashire was considerably diminished. Most

* Lords, 216, Gladstone. t Lords, 227, Gladstone.

X See Evidence of Lewis Loyd, Esq., imd of Mr. Henry Burgess, before the

Committee of the House of Ixirds, pp. 294, 298.
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of the banks made agreements with the branch bank, stipulating

that, in consideration of having a certain amount of discount, at

a reduced rate of interest, they would not issue ibr local circula-

tion any bills they had discounted for their customers. These

agreements have been modified since the Act of 1844 ; but still

the main circulation of Lancashire consists of Bank of England
notes. It would not now be possible to find a bill with 120

indorsements.

SECTION VI.

THE ADMINISTRATION OF A BANK WITH EEGAED TO THE

EMPLOYMENT OF ITS SURPLUS FUNDS.

The means of a London banker consist mainly of his capital

and his deposits. A certain portion of this sum is kept in the

till, to meet daily demands ; another portion is advanced in the

way of discounts or loans to his customers. The remainder

forms his surplus fund, of which a part will probably be in-

vested in Government securities ; loans to bill brokers, payable

on demand ; in short loans on the Stock Exchange, or in firs1>

rate, bills obtained through the bill brokers, and hence styled

brokers' bills. The Government securities are the more per-

manent of these investments. The amount will seldom vary.

It is not deemed creditable for a bank to speculate in the

funds, or to buy and sell, stock frequently, with a view of

making a profit by the difference of price; hence a banker sells

his Government securities only in a season of pressure, as a

means of precaution, or in order to meet urgent demands. On
other occasions, he will, when necessary, reduce his short loans

or brokers' bills. These form his fluctuating investments. In

seasons when money is abundant his deposits will increase, and

perchance, at the same time, the demand of his customers for

loans or discounts will diminish. His surplus funds will thus

increase. But these temporary surplus funds he will on no

account invest in Government securities, as his deposits will be

certainly, and perhaps suddenly, reduced, and he might have to

realize his Government securities at a loss. He will in this case

increase his loans to brokers, and his brokers' bills. And though

he will get as much interest as he can, he will take a very low
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interest rather than keep the Dioney unproductive in his till, or

invest it in a more permanent form. We will now take a short

review of the different kinds of investment we have mentioned.

The three grand points for consideration are, convertibility

—

—exemption from loss—and a good rate of interest. But first

we will notice those circumstances which regulate the amount

of cash to be kept in the till.

The amount of money which a banker will keep in his till

depends upon circumstances. First, the amount of his deposits.

It is natural to suppose that when his deposits are large, he wiU

keep more money to meet them than when his deposits are

small.—Secondly, the amount of his daily payments. These

will not at all times correspond with the amount of the deposits

;

for some accounts are more operative than others. On com-

mercial accounts, for instance, the payments will be much
heavier in proportion to the average balance than on accounts

which are not commercial. The City bankers pay much larger

sums every day, in proportion to the amount of their deposits,

than the bankers at the West-end.—Thirdly, if a banker issues

notes, he will keep a less amount of other money in his till.

The popular opinion is, that he keeps more, as he has to

provide payment for his notes as well as his deposits. This is

true in seasons of pressure. But in ordinary times he keeps

less, as he pays the cheques drawn on account of his deposits

with his notes, and these notes often get into the hands of

another banker, with whom he settles by a draft on London.

His reserve to meet his notes is kept, not in his own till, but in

London, where it probably yields him interest. Indeed, when
his deposits are withdrawn in large amounts, they are more

usually withdrawn by a draft on London than in any other

way.—Fourthly, the number of the branches. If a bank has

many branches, the total amount of cash kept in the tills of

the head office and all the branches put together will be con-

siderably more than would be required if the whole of the

business were collected into one place. In the case of a run

the difference is considerable, as every point open to attack

must be well fortified. The stoppage of one branch, even for a

short time, would bring discredit upon the whole establishment.

—Fifthly, in London the amount of notes to be kept in the till

will be affected by the privilege of clearing. Those bankers

that " clear," can pay bills and cheques upon them by the bills
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and cheques they have upon other bankers. Those banks that

do not clear must pay all the bills and cheques upon them in

bank notes before they receive payment of the bills and
cheques they have upon other bankers. Hence they must lock

up every night with a larger amount of cash in their vaults.

We need hardly say, that with every banker the amount in

the till will fluctuate from day to day. Though a banker has a

certain average amount in his own mind, below or above which

he does not swerve very widely, yet the cash-book will seldom

be exactly this amount. Sometimes he will strengthen his till,

in the prospect of large payments that may come upon him
suddenly. At other times he will run his till low for a day or

two, in expectation of large sums that will shortly be due to

him. During the day, too, either the receipts or the payments
may be heavier than he expected ; and hence, now and then,

the cashier reports to the chief clerk or to the banker the

state of the till, in order that, if necessary, it may be re-

plenished. The temperament of a banker, too, has some effect

in this case. Some bankers are so cautious that they will

" lock up " with a large amount of cash ; others are so anxious

to make profit, that they will keep their cash very low. The
state of the money market will also influence the tills of the

bankers. AVhen money is abundant, a banker will lock up

with more money than he wants, because he cannot employ

his funds. When money is so scarce as to betoken a pressure,

he will also lock up strong, so as to be prepared for any

emergency. In fact, there can be no general rule for regu-

lating the amount of the till. Every banker must be guided

by the experience of his own bank. The directors of the Bank

of England consider that their reserve in bank notes and gold

should be equal to about one-third of their deposits. From the

accounts published by some of the Loudon joint-stock banks, it

would appear that the " cash in hand " is equal to about one-

eighth or one-tenth of their liabilities. Even this, we con-

jecture, is a higher proportion than that which is generally kept

by London bankers, especially by those who settle their accounts

with each other at the Clearing-house.

To resume:—After a banker has furnished his till, and

supplied his customers with such loans and discounts as they

may require, he has a surplus of cash. This surplus may he

considered as being divided into two parts—though it is never
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actually so divided—the permanent surplus, which the banker

is not likely to require, except in seasons of extreine pressure,

and the temporary surplus, arising from fluctuations in the

deposits. We shall now notice those modes of investment to

which we have referred.

With regard to Government securities, we have high

authority from the testimony of practical bankers. The fol-

lowing are quotations given before the Joint-stock Bank Com-

mittee, in the year 1836, by the late Vincent Stuckey, Esq., the

founder of Stuckey's Joint-stock Banking Company, in Somer-

setshire, and the late James Marshall, Esq., the Secretary of

the Provincial Bank of Ireland.

Mr. V. Stuckey :—

"What is your reason for keeping so large a sum in Government

stock ?—I have always found from my experience, except two days in

my life, that I could get money more easily upon those securities than any

other.

" Is it easier, in times of emergency, to obtain money on Government
stock than on good Mercantile bills?—I have always found it so.

" You do not concur with any witnesses who state that they have found

good negotiable bills more easy to obtain money upon than Government
stock?—No: I have never found that with a good bill, even of the

house of Baring, I could get money more easily than on Government
stock.

"Do you consider that, generally speaking, in London the rate of

interest at which you borrow money on exchequer bills and stock is

notoriously lower than that at which you borrow on bills of exchange?

—

Yes, it is lower, and for that reason we generally adopt it."

Mr. James Mlarshall :—
" WiU you inform the Committee whether it is the usage of the Pro-

vincial Bank to invest any portion of its funds in the public securities ?

—

It has been its uniform practice so to do.

"By public securities, what do you understand?—The Consols, for

instance: there are various kinds of Government stock; exchequer bills,

and Bank of England stock, are generally considered as a public sort of

security.

"Do you hold stock in London only, or in Dublin as well as m
London ?—In Dublin but to a limited amount, because it is not easily

convertible there.

" On what ground is it that it is not easily convertible in Dublin?—Prom
the limited nature of the market as compared with London; we could
not sell even an immaterial sum without lowering considerably the price.

" Have there not been at various times, from various causes, runs on
the Provincial Bank, which rendered it necessary to supply lai-ge amounts
of specie to that country ?—There have, repeatedly.
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" Do you consider, from your experience, that it would have been
competent to the bank to have maintained its full security, with satis-

faction to the directors, if they had not been possessed of very considerable
funded property in this country '—Certainly not ; speaking of the last

run that happened, especially, I must say that that differed from any
former run in this respect.

" You were conversant with the management of the Scotch banks prior to

your connection with the Provincial Bank ?—Yes.
" Is it not the usage of all the Scotch banks in like manner to maintain

a very considerable portion of their funds as invested in the Govern-
ment securities ?—I believe the practice with all is generally so, but I can
speak particularly to that of the three oldest banks—as they are com-
mbnly called, the three chartered banks,—the Bank of Scotland was
erected by Act of Parliament, the Eoyal Bank of Scotland and the British

Linen Company are erected by charter, but have been recognised in the

same way, so that there are three public banks in distinction to any of the

subsequently-formed banks. I can state, from personal knowledge, that

these banks have had always a very large sum indeed invested ia the

funded property of the kingdom.
" Do you consider it would be a safe system of banking, if the capital

of the bank was altogether invested in commercial bills?—Certainly

not."

Of the various kinds of Government stock, consols are the

best, as there is a more ready market for this kind of stock,

and money can usually be borrowed on them until the next

account day ; so that, if a banker has only a temporary demand

for money, he may thus obtain it at a moderate interest,

when, by selling his stock at that time, he might sustain loss.

The Bank of England has recourse, sometimes, to this mode of

strengthening her reserve. Sometimes, too, a banker may
make a profit by lending his consols. At the monthly

settlings, among the brokers, stock is sometimes in demand

and money may be obtained upon consols, until the next

settling, without paying any interest; and the banker may
employ the money in the mean time. As, however, the rate of

interest is usually low in such seasons, his profit will rarely be

great.

There are no time bargains in the reduced 3 per cents., or in

the new 3 per cents.; but in ordinary times money can be

borrowed upon them at the market rate of interest. In seasons

of pressure these are not so saleable as consols. Bank stock,

India stock, and long annuities, not being, readily convertible,

are not generally good investments for bankers.

Some bankers avoid all Government stock, and give a pre
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ference to exchequer bills. They have some advantages. As

the Government must pay the amount demanded in March or

June, when they become due, there can be no loss beyond the

amount of the premium at which they were purchased. A
banker, too, can borrow money upon them quietly and secretly.

A transfer of stock is always known, and, if for a large amount,

will, when money is scarce, excite notice, and give the impres-

sion that tlie banker is compelled to realise some of his securi-

ties, to meet demands made upon him by his depositors. But a

banker can hand his exchequer bills to a stock-broker, who will

bring him the money, and the party who has granted the loan

will know nothing about the party for whom it was required.

On the other hand, there are some disadvantages. Almost

every change in the market value of money affects the price of

exchequer bills ; and whenever money becomes abundant, the

Government are very apt to reduce the rate of interest much
below that which can be obtained from consols. But a greater

objection is, that even in ordinary times, they are hardly

saleable in large amounts. There are not now so many ex-

chequer-bill jobbers as formerly, and hence these bills are not

so readily saleable. On this account, the Bank of England,

who were formerly large holders of exchequer bills, have

changed their system, and are now holders of stock. The City

bankers, too, prefer placing their money with the bill-brokers,

to investing it in exchequer bills. But they are still a

favourite mode of investment with bankers at the West-end.

East India bonds yield a higher interest than exchequer bills,

and the interest cannot be reduced until after twelve months'

notice from the Governor of India in Council. But they are

by no means so saleable. Money, however, may generally be
borrowed upon them ; and the loans of the Bank of England
are always announced to be granted on " exchequer bUls, India
bonds, and other approved securities."

Bonds of corporations, or of public companies, are by no
means proper investments for a banker, except to a very
moderate amount, and when they have a short time to run.

They may, however, be taken as security for temporary
advances to respectable customers.

Good commercial" bills, of short dates, have this advantage
over Government stock or exchequer bills, that a banker is

sure to receive back the same amount of money which he ad-
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vanced. He can calculale^ too, upon the time the money will

be received, and make his arrangements accordingly. And if

unexpectedly he should want the money sooner, the bills can, in

ordinary times, be rediscounted in the money market. Another
advantage is, that he is able to avail himself of any advance in

the current rate of interest. He will get no higher dividend
from his investment in Government stock, should money
afterwards become ever so valuable. But with regard to bills,

as they fall due he will receive a higher rate of discount with
the new biUs he may take, and thus, as the market rate of

interest advances, his profits will increase.

The bankers of Lancashire usually keep the whole of their

reserves in bills of exchange. If they have a " good bill case,"

that is, a large amount of good bills in their case, they think

themselves prepared to meet any emergency. Their objection

to Government securities is founded, first, upon the low rate of

interest which they yield ; and, secondly, the possibility of loss,

from fluctuations in price. They contend, too, that good bills

of exchange are more convertible than even exchequer bills

;

and, even if not convertible, the money comes back as the bills

fall due, and thus the reserve is constantly replenished.

The authority of Mr. Samuel Gurney, from his high standing

in the City, is so constantly referred to upon this subject, that

we copy his evidence. It was given before the Committee on
Joint-stock Banks, in the year 1836

;
previous, of course, to the

passing of the Act of 1844.

" Would not the result from that opinion be, that a properly-conducted

establishment, whether a private or a joint-stock bank, should have some
Government securities or exchequer bills on which always to rely as

a resource in a moment of such emergency ?—Experience has shown that

it is not needful ; bills ofexchange are quite as good a security to hold in

time of difficulty as exchequer bills or stock; in most respects very much
better.

" Cannot you conceive a state of things in the money market—a state

of mercantile discredit, for instance—when it might be possible to

procure money on Government securities when it could not be procured

on private security in the shape of bills ?—Such difficulty may possibly

exist under very peculiar circumstances ; but I repeat my opinion, that

bills of exchange have proved themselves to be a bettor investment for

bankers than stock or exchequer bills.

" It ia quite intelligible why, in ordinary times, biDs of exchange should

be a preferable investment for money, inasmuch as there is no risk of loss

by variation of premium in the purchase and resale ; but would you wish
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the committee to suppose that in the case supposed by the question, of a

great degree of mercantile discredit and doubt, an amount of exchequer

bills would not bo a more certain security on which to raise money than

the bills of private merchants?—That is a difacult question to answer-, I

doubt it.

" Supposing a period of difficulty to arise, and two country bankers

came up to London, one who could exhibit Government stock to the

extent of 25,O0OZ. and 25,000Z. in bills of exchange, and the other banker

exhibiting 50,000Z. in bills of exchange only, which do you think would

have the best means of procuring accommodation in the London market

to pay his engagements ?—My apprehension is, that they would both

get their supplies upon any particular emergency : it is my judgment,

that to a banker a good supply of bills of exchange of first-rate character

is a better investment for his funds, for which he is liable to be

called upon on demand, than exchequer bills or any Government

security."

A London banker never considers as a part of his reserve

the hills he has discounted for his customers. Nothing could

damage his credit more than any attempt to rediscount these

bills. During the war, the London bankers had discount

accounts with the Bank of England ; and in the panic of 1825,

it is well known they discounted largely with that establish-

ment. But since that period they have not done so, and their

indorsements are never seen in the money market. The

practice is now more general of lodging money at call with the

large money dealers. And it is in this way that the London

bankers' make provision for any sudden demand. It is rarely,

however, that any large demand comes so suddenly as to

occasion any inconvenience. And it may be observed that such

bankers as are members of the Clearing-house have the whole

day to make preparation—one of the circumstances which

enables them to lock up at night with a smaller amount ot

cash.

In the morning the banker looks at his " Cash-book," and

observes the amount with which he " locked up " the preceding

night. He then looks at the " Diary," which contains his

receipts and payments for that day, as far as he is then advised.

He then opens the letters, and notices the remittances they

contain, and the payments he is instructed to make. He will

learn from these items whether he "wants money," or lias

"money to spare." If he wants money, he will "take in"

any loans that may be falling due that day, or he may " call

in" any loans he may liave out on demand, or he may go
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farther, and borrow money for a few days on stock or exchequer
bills. Should he have money to spare, he will, peradventure,

discount brokers' bills, or lodge money on demand with the
bill-brokers, or lend it for fixed periods upon stock or exchequer
bills. There are some bill-brokers who usually make their

rounds every morning, first calling on the parties who supply

them with bills, and then calling on the bankers who supply

them with money. The stock-brokers, too, will call after " the

market is open," to inform the banker how " things are going
"

on the Stock Exchange, what operations are taking place, and

whether money is abundant or scarce "in the house;" also

what rumours are afloat that are likely to afect the price of the

funds. It is thus that a banker regulates his investments, and

finds employment for his surplus funds.

In our opinion, it is best for a banker not to adopt ex-

clusively any one of the investments we have nbticed, but to

distribute his funds among them all. We have seen that

practical bankers of high standing have been in favour of

Government securities, as being at all times convertible. The
objection on the part of others has been, that the value of

these securities very much fluctuates, and as their realisation

will be required only in seasons of pressure when the funds are

low, it is sure to be attended with loss. On the other hand,

it may be stated, with regard to " loans on demand," that the

recent failures of bill-brokers have shown that the " demand "

may not always be readily met. And with regard to " brokers'

bills," the numerous failures among houses of the first standing

have proved that great losses and most inconvenient " locks-up
"

may occasionally take place from such securities. Without

condemning other modes of investment, we are strongly inclined

to favour Government securities, though fully conscious of the

losses they may occasionally produce. There is one considera-

tion that must be taken into account : a bank that has large

surplus funds, if it makes no investments in Government securi-

ties, will be strongly tempted to invest their funds elsewhere in

other securities that may not be so convertible. It is true that

more interest may for a time be obtained,* but ultimately the

* At the Mjeeting of the London and "Westminster Bant, July 1855, the Chair,

man, J. L. Eicardo, Esq., M.P., made a comparison between the interest obtained

on money invested in the funds and that employed with bill-brokers. Upon an

a,verage of twelve years the following is the result : On the 2nd January, 1843,

P
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bank may, though in a state of perfect solvency, be compelled

to stop payment from being unable to realise its investments.

Another advantage of a large investment in Government

securities is, that the bank, by the publication of its balance

sheet, has always the means of showing to its depositors that a

large portion of its deposits is at all times amply secured. The

Bank of England states the amount of their "Government

securities " distinct from the " other securities." It may so be

that the "other securities" are as good as the Government

securities, and perhaps more profitable, but the public do not

know that to be the case; and were all the investments in

"other securities," they might not feel the same degree of

confidence as to the prompt repayment of their deposits. The

same principle applies to other banks. And it may reasonably

be supposed that between two banks in similar circumstances

as to other reSpects, depositors would rather lodge their money

in a bank which had a large amount of Government securities

than in one which had none.

As we have referred in this Section to some of the operations

of the Stock Exchange, this may be a proper place to discuss the

nature of these transactions, so far, at least, as concerns bankers.

The reader is of course aware that the "Stocks," or the

" Funds," or by whatever other name they may be called, are

debts due from the nation to those persons whose names are

entered on the bank books. The man who holds 100?. consols

is a creditor to the nation for lOOZ., for which he receives 3?. per

annum ; and the price of consols is the amount of the money for

which he is willing to transfer this debt from himself to another

person. Now, if this man knows another who is willing to give

him, say 90?. for this 100?. consols, they can go to the bank, and

the seller being properly identified, will transfer this lOOZ.

consols into the name of the person to whom he has sold it.

His account is then closed in the bank books, and a new

account is open in the name of the buyer ; for every holder of

the price of consols was 94J, which yields an interest per annum of Zl. 3«. 6d.

per cent. The interest allowed upon money at call by Messrs. Overend & Co.

for twelve years, from January, 1843, to December, 1854, would average

2!. 10s. 10(J. per cent. Upon bills, the rate allowed is usually half per cent,

more, that is, SI. Os. lOd. per cent. 1,000,0001 invested at 3Z. 3s. Gd. would

produce annually the sum of 3t,750Z. At SI. Os. lOd. per cent, it would produce

only ,30,416!. 13s. id. This shows, that upon an average of years the funds are

more productive than brokers' bills.
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stock has an account in the bank ledger, in the same way as

bankers and merchants open ledger accounts for their customers.

The seller of the stock will also give a receipt to the buyer for

the money on a printed form issued by the Bank of England.

But parties do not usually treat with each other in this way.

A broker is employed either to buy or to sell, as the case may
be. The members of the Stock Exchange are an association

consisting of about 1200 persons, who meet together in a

building in Oapel Court, Bartholomew Lane, close to the Bank.

Each member, before admission, must find thi-ee securities for

300Z. each, which sum is applied to meet any claims the other

members of the " House " may have upon him during the first

two years. The suretyship then ceases.* The subscription

paid by each member is ten guineas per annum. The House is

governed by a Committee of thirty persons chosen from the

members.

Although all the " members of the House " are called stock-

brokers by the public, yet within the House they are divided

into two classes, brokers and jobbers. A broker, as the name
implies, is an agent who buys or sella for his customers out of

the House, and he charges them a commission upon the amount

of the stock. A stock-jobber is a stock dealer ; but he does

not deal with the public : he deals only vrith the brokers ; and

he is at all times ready either to buy or to sell. The price at

which he sells is \ more than the price at which he buys. If

one broker has an order from his customer to buy lOOZ. consols,

and another broker has an order to sell lOOZ. consols, these two

brokers do not deal together, but both go to a jobber, who will

" make him. a price." One will sell his consols to the jobber,

say at 90, and the other will buy his consols from the jobber at

90i. Hence the difference between the buying and the selling

price of consols is always \, and thus in the newspapers the price

is quoted in this way, 90 to 904-.

A banker is, of course, one of the public, and when he wants

to buy or to sell stock, he gives instructions to his broker, and

the process is as we have now described.

Were there no jobbers, a broker would not easily find at all

times another broker who had occasion to sell the same amount

* In addition to the above, every member must find two sureties, who become

boimd for him to the corporation of the City of London in the sum of lOOOZ.

each.—EriTOB.

P 2
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of stock which he wished to buy, and he would have a diificulty

in buying or selling small amounts. But there is no difficulty

with the jobbers. The jobbers will not only buy and sell stock

on the same day, but they will buy stock on one day, and agree

to sell it at a future day, or vice versa. These future days are

called the settling days, being the days on which the members

of the House settle their, accounts. They are fixed by the

Committee of the Stock Exchange, and they now occur about

once a month. Now, if a banker wants a sum of money for a

short time, either to pay off a deposit, or to make an advance

to a customer, he will direct his stock-broker to sell, say

50,000t consols " for money," and buy them " for time ;" that

is, against the next " settling day," or, as it is sometimes called,

the next " account day." On the other hand, if a banker has

money he wishes to employ for a short time, he will reverse the

operation, and desire his broker to buy consols for money and sell

them for time. He thus gets interest for his money, according

to the difference of price between consols for time and consols

for money. Generally, the price for time is higher than the

price for money ; and the diiference between these two prices is

called the " Continuation." Supposing that the next settling

day is a month distant, and the continuation is one-eighth per

cent., that amounts to twelve-eighths, or one and a half per

cent, per annum. The continuation will vary according to the

near approach of the settling-day—according to the abundance,

of money, and the market rate of interest— and according to

the abundance or scarcity of stock. The last cause is not so

readily understood by the public, and we will therefore explain

it. The stock-jobbers, as we have said, are stock dealers. Of
course they are large holders of stock ; it is then' capital, on

which they trade. But however large may be the sum they hold,

they often agree to sell on the next settling day a much larger

sum, expecting that in the mean time they shall buy a large

sum, and thus be able to set off one against the other. But
sometimes, as the settling day approaches, they find this is not

the case, and they are consequently under an engagement to

"deliver"—that is, sell—more stock than they hold. What
can they do now ? They will try to get stock from those who
have it, by agreeing to buy it of them now, and selling it at the

ensuing account day, a month hence, at the same price ; thus

abolishing "the continuation." When that is the case, a
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banker's broker will go to the banker and say, " If you like to

lend your consols, you can get money for nothing till the next

account day." The banker replies, " Well, I don't know that I

can niiike much interest of the money just now ; but as I can

lose nothing, you may lend them." Thus the jobbers get their

stock, and complete their engagements. But sometimes the

jobbers are obliged to go farther, and even to offer a premium
to parties who will lend their consols. This premium is called

" Backadation ;" it is just the reverse of " continuation," and

implies that the time price of stock is less than the money price.

We have thus described the legitimate operations of the

Stock Exchange, so far as it may be necessary to explain the

transactions of bankers in the employment of their surplus

funds. Those operations, called " Gambling in the Funds," and

the mode in which the brokers and jobbers settle their accounts,

we shall endeavour to describe when we come to speak of the

Clearing-house.

SECTION VII.

THE ADMINISTRATION OF A BANK DURING SEASONS OF

PEESSUKE.

A PRESSURE on the money market may be defined a difficulty

of getting money in the London market, either by way of

discounting bills, or of loans upon Government securities. This

difficulty is usually accompanied by an unfavourable course of

exchange, a contraction of the circulation of the Bank of

England, and a high rate of interest. These three circumstances

have the relation to each other of cause and effect. The un-

favourable course of exchange induces the Bank of England to

contract her circulation ; and the contraction of the circulation,

by rendering money more scarce, increases its value, and leads to

an advanced rate of interest. The removal of the pressure is in

the same order—the foreign exchanges become favourable—the

Bank of England then extends her circulation—money becomes •

more abundant, and the rate of interest falls. The degree to

which the exchanges are unfavourable is indicated by the stock

of gold in the Bank of England ; and when this is at its lowest

amount the pressure may be considered to have attained its
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extreme point; for as the amount of gold increases, the bank

will extend her circulation, and the pressure will subside.

If we take a review of all the recent pressures on the money

market, we shall find they have always been preceded by the

following circumstances :—First, by abundance of money;

secondly, by a low rate of interest ; thirdly, by some species of

speculative investments. The principal pressures that have

occurred of late years, have been those of 1825, 1836, 1839,

1847, 1857, and 1866.

The following is Mr. Horsley Palmer's opinion of the causes

of the pressure of 1825, as stated to the Bank Committee of

1832 :—

" Will you state to the committee what, in your opinion, wa^the nature

and the march of the crisis in 1825?—I have always considered that

the first step towards the excitement was the reduction of the interest

upon the Government securities ; the first movement in that respect was,

I think, upon* 135,000,000^. of five per cents., which took place in 1823.

In the subsequent year, 1824, followed the reduction of 80,000,000Z. of

four per cents. I have always considered that reduction of interests,

one-fifth in one case, and one-eighth in the other, to have created the

feverish feeling in the minds of the public at large, which prompted

almost everybody to entertain any proposition for investment, however

absurd, which was tendered. The excitement of that period was further

promoted by the acknowledgment of South American republics by this

country, and the inducements held out for engaging in mining operations,

and loans to those governments, in which all classes of the community in

England seem to have partaken almost simultaneously. With those

speculations arose general speculation in commercial produce, which

had an effect of disturbing the relative values between this and other

countries, and creating an unfavourable foreign exchange, which con-

tinued from October, 1824, to November, 1825, causing a very considerable

export of bullion from the bank—about seven millions and a half. Com-
mercial speculations had induced some bankers, one particularly, to

invest money in securities not strictly convertible, to a larger extent than

was prudent ; they were also largely connected with country bankers.

I aUude to the house of Messrs. Pole and Co. : a house originally

possessed of very great property, in the persons of the partners, but

which fell with the circumstances of the times. The failure of that

banking-house was the first decisive check to commercial and banking
credit, and brought at once a vast number of country bankers, which
were in correspondence with it, into difficulties. That discredit was
followed by a general discredit throughout London and the interior."

-P. 47.

With regard to the pressure of 1836, there was in the begin-

ning of that year no appearance of distress ; but, on the contrary.
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eyery symptom of prosperity, attended by its usual concomitant,

a readiness to engage in speculative undertakings.

The following description of this period is taken from the

speech of Mr. Clay, on introducing his motion respecting Joint-

stock Banks, May 12, 1836 :—

" To what extent the operations of the joint-stock banks may have
contributed to create the present state of excitement in the commercial

world, must, of course, be mere matter of conjecture. That they have

had some considerable influence is probable, from the fact that the excite-

ment and rage for speculation is greatest ia those parts of the kingdom,

where the operations of those establishments have been most active.

London has been comparatively unmoved, but Liverpool and Manchester

have witnessed a mushroom growth of schemes not exceeded by the

memorable year 1825. I hold ia my hand a list of seventy contemplated

companies, for every species of undertaking, which have appeared in the

Liverpool and Manchester papers within the last three months. This list

was made a fortnight or three weeks since, and might probably now be

considerably extended. It is impossible also, I think, not ^o suspect that

the facility of credit, and conseciuent encouragement to speculation, to

which I have alluded, cannot have been without its effect in producing

the great increase of price in almost all the chief articles of consumption

and raw materials of our manufactures. That increase has been enormous

—not less than from twenty to fifty, and even one hundred per cent, in

many of the chief articles of produce, of consmnption, and materials of

our manufactures."

These appearances continued with little alteration until the

month of July, when the Bank of England raised the rate of

discount to four-and-a-half per cent. It then became known

that there had been a demand upon the bank for gold from the

preceding April, and this measure was adopted by the bank as

a means of rendering the foreign exchanges more favourable.

This being found ineffectual, the bank in September raised the

rate of discount to five per cent. Besides raising the rate of

interest, the bank adopted other measures of increasing the

value of money. A large amount of American bills upon first-

rate houses had been offered for discount and rejected. A high

degree of alarm was immediately spread throughout the com-

munity. The dread of a panic similar to that of 1825 almost

universally prevailed. Those who had money were unwilling

to part with it—trade became suddenly stagnant—the prices of

all commodities fell considerably, and numbers of commercial

houses, chiefly of the second class, suspended payment. Many

railway and other projects now fell into oblivion.
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The alarm that existed was kept up by the monthly acconnts

of the bullion in the Bank of England. The public returns

showed a gradual decline from April, 1836, to February; 1837.

It was therefore supposed that the Bank of England would be

under the necessity, for her own safety, of still further con-

tracting her issues, and thus increasing the existing pressure.

This apprehension caused all persons who had money to retain

it in their possession, and bankers and others withheld

accommodation they would otherwise have been disposed to

grant.

This state of alarm was considerably augmented by the

publication of the Eeport of the Secret Committee of the

House of Commons upon Joint-stock Banks. This committee

had been appointed on the motion of Mr. Clay, the Member for

the Tower Hamlets, whose speech on the occasion might be

termed a bill of indictment. The joint-stock banks had rapidly

increased; 'they had issued small shares; they had large

nominal capitals ; they had circulated an excessive amount of

notes ; they had promoted speculation. These were the charges

brought against them ; and they had greater weight from being

advanced by a member who was known to be friendly to joint-

stock banking. The report of the committee appeared to

ssustain all Mr. Clay's accusations. This report was highly

creditable to the talents and industry of the committee, but

marked by a decided hostility of tone. While it enumerated
all the actual or possible imperfections of the joint-stock banks,

it ascribed to them scarcely a single excellence. At the same
time, the committee deferred to the succeeding session the

proposal of any. measures for their improvement; thus the

public were led to suppose, that in the following session some
stringent measures would be adopted with reference to joint-

stock banks, but what they would be none could conjecture.

Had the report appeared at any other period it might
possibly have done good ; but as its appearance was contempo-
raneous with a pressure on the money market, and a high state

of alarm, it unquestionably tended to weaken public confidence,

at a time when it required to be strengthened. Persons who
were unfriendly to joint-stock banks seized the opportunity of

dispraising them, and believed, or pretended to believe, that

the banks were unsound, and would certainly stop payment.
Others, who were friendly, were apprehensive that the banks.
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being still in their infancy, would be found too weak to with-

stand the storm now raised against them. But though this

alarm began with respect to joint-stock banks, it did not end
there. It was soon foreseen that if a few joint-stock banks

were to stop payment, the private banks in their neighbourhood

would be put to a severe trial ; and if the banks should even be

compelled to withhold their usual advances to their customers,

the credit of individuals must suffer. Hence the private

bankers and the merchants, as well as the joint-stock banks,

made preparations to meet any event that might occur, and by
thus increasing the pressure on the London money market,

occasioned still farther apprehensions.

The alarm was augmented by the stoppage of the Agricultural

and Commercial Bank of Ireland, in the month of November,
and the demand for gold which that stoppage occasioned in

Ireland. The joint-stock banks of England now became subject

to increased suspicion ; the accommodation they had been accus-

tomed to obtain by the re-discount of their bills in the London
market was considerably restricted; and in the beginning of

December, the Northern and Central Bank at Manchester, a

bank having a paid-up capital of 800,000?., with above 1,200

partners, and forty branches, applied for assistance to the Bank
of England. This was afforded upon condition, in the first

instance, that they should wind up all their branches, except

that at Liverpool ; and afterwards farther assistance was granted,

upon condition they should discontinue business after February,

1837. Soon afterwards, the old and respectable London banking-

house of Messrs. Esdaile & Co. received assistance upon similar

terms.

The pressure which existed in England rapidly extended to

America. A large amount of American securities, consisting

chiefly of bonds of the respective States, had been remitted to

the agency houses in England. This circumstance, in connexion

with the exportation of gold to America, attracted the notice

of the Bank of England. A large amount of bills drawn from

America upon first-rate London houses was rejected. In Ame-

rica the pressure became severe—money was wanted to remit

to England to meet the drafts that had been drawn upon

England, either upon credit or against securities that could not

now be sold. The rate of discount at New York rose to two,

and even to three per cent, per month.
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From the pressure upon the money market, and from the

great fall in the price of American produce, the cotton and

other commodities sent from America to meet drafts upon the

English agents, could not be sold except at a ruinous loss.

And other remittances not having arrived, several houses in the

American trade, who were said to have given extensive credit

to parties in America, applied for assistance to the Bank of

England.

Such was the character of the pressure of 1836 ; we next

proceed to the pressure of 1839. The pressure of 1836 may be

said to have commenced from the month of May in that year.

From that month the stock of gold in the bank gradually and

uniformly declined until February, 1837, when it reached its

lowest point of depression. From this point, it uniformly

advanced : the lowest point of the circulation was in December,

1836, though even then it was not lower than it had been in

the preceding January. The bank raised the rate of interest

from 4 to 4^ per cent, in July, and to 5 per cent, in the follow-

ing September. During the whole of the year 1837, the

amount of gold in the Bank of England continued to increase

;

the bank extended her circulation, and after the payment of the

July dividends, money became very abundant, and the market

rate of interest experienced a considerable fall. The foreign

exchanges continued to be favourable during the early part of

1838, and gold accumulated in the coffers of the'Bank of

England. In the spring of that year the directors of the Bank
of England sent nearly a million of gold to America. Money
became increasingly abundant, and the rate of interest fell. In

February the bank reduced their rate of discount to 4 per cent.,

and the interest on the loans granted during the shutting of the

funds was reduced in March to 3^ per cent. The low rate of

interest caused large sums of money to be invested in Americah

securities. Bonds of all kinds issued by the Bank of the

United States, by the various states in the Union, and by
numerous private undertakings, were poured upon the English

market, and found eager purchasers. Several of the directors

of the Bank of England, in their individual character as

merchants, became agents for the distribution of these securities.

About July the exchanges became unfavourable, and in the

latter part of the year some symptoms of uneasiness were

apparent in the money market ; but as the stock of bullion in
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the Bank of England was considerable, and the directors granted

their usual loans in December at 3^ per cent., public confidence

was not shaken. In the beginning of the year 1839 the

exchanges became increasingly unfavourable, and the monthly
returns of the bank showed a gradual diminution in the stock of

gold. The price of corn rose so high as to admit of foreign

wheat at the lowest rate of duty. This occasioned a further

demand for gold to be exported. The stock of gold in the

Bank of England rapidly declined, until, in the month of

October, it was no more than 2,525,000?., while the liabilities of

the bank upon notes amounted to 17,61 2,O00Z., and upon
deposits to 6,784,000Z. The bank directors were very anxious

to stop this demand for gold. With this view, they raised the

rate of interest on May 16th to 5 per cent., on June 20th to 5^
per cent, and on August 1st to 6 per cent. ; and they charged

the same rate upon their short loans. They are supposed to

have sold large amounts of Government stock and exchequer

bills, and on July 13th they announced that they were ready

to receive proposals for the sale of the dead weight. None of

the offers, however, met their approbation. Finding these

measures not speedily effective, an arrangement was made with

the Bank of France for a loan of 2,500,000?. Messrs. Baring

& Co. drew bills on account of the Bank of England upon

houses in Paris for this amount, which the bank of France

undertook to discount. The directors also determined to refuse

to discount any bills drawn or indorsed by any private or joint-

stock bank of issue. Notwithstanding these measures, the stock

of gold in the bank continued to decrease until the 18th

October, when it reached the lowest point of depression. From

this point it continued to advance, and the pressure began

gradually, but slowly, to subside.

It may be useful to notice the differences between the

pressure of 1836 and that of 1839. If we measure the intensity

of the pressure by the difference between the largest and the

lowest stock of gold in the Bank of England, the former

pressure will range from 7,801,000?., to 4,032,000?., and the

latter from 10,126,000?. to 2,525,000?. In the pressure of 1836,

one joint-stock bank, a London private bank, two country

private banks, three large American agency houses, and a great

many respectable merchants, stopped payment. In the pressure

of 1839, there was scarcely a failure until the month of Decern-
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ber, and then only among the second class of traders. In the

pressure of 1836, the prices of nearly all commodities fell

considerably, and almost immediately. In the pressure of 1839,

the prices of most commodities remained for a length of time

nearly the same. In 1836, the Bank of England did not raise

their rate of interest above 5 per cent. In 1839, the rate of

interest upon both discounts and loans was raised to 6 per cent.

In 1839, the bank gave notice that they were wiUing to sell the

dead weight, and they made arrangements for borrowing

2,500,000?., sterling from the Bank of France. In 1836, the

bank adopted neither of these measures. In 1836, the Bank of

England rejected all bills drawn or indorsed by joint-stock

banks of issue. In 1839, they rejected also all bills drawn and

indorsed by private banks of issue.

It would appear that a season of pressure is always preceded

by one of speculation ; and hence it follows that a banker who

wishes to be easy in a time of pressure must act wisely in the

previous season of speculation. It requires no ordinary firmness

to do this. To act wisely in a season of speculation, is far

more difficult than to act wisely in one of pressure. But unless

a banker acts wisely in the previous time of speculation, his

wisdom will probably be of. little avail when the pressuie

arrives.

While, therefore, money is still abundant, the pubHc funds

high, and other bankers liberal in accommodation, he should be

doubly cautious against taking bills of a doubtful character, or

making advances upon irregular securities. He should not

suffer the desire of employing his funds, or the fear of offending

his customers, to induce him to deviate from sound banking

principles. He should also take this opportunity of calling up

all dead or doubtful loans, and of getting rid of all weak

customers. He should also, under any circumstances, avoid

making advances for any length of time, and investments in

securities that are not at aU times convertible, or the price of

which is likely to sustain a great fall on the occurrence of a

pressure. The discount of first-rate commercial bills having a

short time to run, or short loans on stock or other undeniable

security, however low the interest received, seem to be the

most safe and advantageous transactions.

When the aspect of affairs seems to threaten that money will

be in demand, and the failure of a number of merchants and
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traders may consequently be apprehended, it behoves him to

prepare for approaching events by avoiding all discounts of

bills of an inferior class, and by keeping his funds in an avail-

able state. With a view to these objects, he will review all his

loan and discount accounts, call up his loans of long standing,

where it can be done without injury to the interest or reputation

of his bank, avoid all overdrawn accounts, and reduce the

amount of discounts of the inferior class of accounts. In per-

forming these operations, he will exercise due judgment and
discretion, making proper distinctions between his customers,

and reducing chiefly those bills which are of an unbusiness

character, or which are drawn upon doubtful people, or upon
parties that he knows nothing about ; he will also mark particu-

larly those accounts which require large discounts, but keep no
corresponding balance to the credit of their current accounts.

As the pressure advances, he will find that there are three

demands upon his funds. First, his customers will reduce their

balances, and keep less money in his hands. Money lodged at

interest will be taken away, because the parties can make
higher interest elsewhere, or they will be tempted by the low

price of stock to invest it in Government securities. Secondly,

he will have a greater demand for loans and discounts, not

merely from weak people whom he might not care about

refusing, but from persons of known wealth, whom it is his

interest and his inclination to oblige. Thii-dly, he will think

it prudent to guard against sudden demands by keeping a larger

amount of bank notes in his till. To meet all these demands

he will be compelled to realise some of his securities, and he

will realise those first on which he will sustain no loss.

If a banker has money lying at demand with a bill-broker, he
will now have occasion to call it in. If he has money lent at

short periods at the Stock Exchange, he will, as he has occasion,

take in the money as the loans fall due. K he has discounted

brokers' bills, he will receive the amounts when due, and

discount no more. Should these operations not be sufficient to

meet the demands upon his funds, he will then sell his stock or

exchequer biUs, or borrow on them in the money market. A
country banker who has kept his reserve in bills of exchange

will be anxious to re-discount them, and will think himself

lucky if he can do so readily and at a moderate rate of interest.

It will be useless for a banker to attempt to caU up dead
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loans, or to reduce his discounts, after the pressure has com-

menced. He should have thought of these matters in the

previous season of abundance. As he cannot get in any out-

standing advances, he had better not ask for them, but merely

charge the parties an increased rate of interest. If he demand

the money, he will not get it, and he may give rise to a surmise

that he is short of funds. This season of pressure is, however, a

good opportunity for calling up advances, or getting rid of con-

nexions that he would, on other grounds, like to be without.

The " scarcity of money," the "pressure on the money market,"

are capital reasons to assign for refusing applications which, even

otherwise, he would refuse, and for calling up loans which, under

any circumstances, he would like to see repaid.

During a pressure, a banker will have to give a great many
refusals, and some discretion will be necessary in the form of

giving these refusals. Let him refuse in what way he may at

such a season, he will be sure to give offence. And the party

refused will possibly pubUsh the refusal, and, from motives of

ignorance or malignity, represent the refusal as having arisen

from want of means, and possibly may circulate a report that the

banker is about to stop payment. Hence rumours about banks

are always rife in seasons of pressure, and they add to the general

want of confidence which then prevails.

During a pressure, a banker will have offers of new accounts

to be transferred from other bankers, provided he will consent to

make certain advances. Some caution must be exercised in this

matter. It is quite possible that some perfectly safe parties,

having large accounts, may be disposed to remove in conse-

quence of their present bankers not being equal to the supply of

their wants. In this case, the banker will be regulated by the

value of the proposed account and the extent of his own means.

On the other hand, it is equally possible that weak people, to

whom their present bank might not, in any case, have given

advances, may use the " scarcity of money " as a pretext for

making application to a new banker, stating their belief that

their old banker was unable to meet their requirements. It

behoves a banker to use much discretion in such a case, especially

if it be a large account. If he errs at all, he should err on the

side of caution.

It will rarely be wise for a banker in a season of pressure

to attempt to get away the customers of other bankers by offer-
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ing them greater accommodation. The best way of getting new
connexions is to treat well those that he has. It is better for a
banker to employ his funds in supporting his old friends than in

attempting to get new ones. If his funds are so ample that he
can do both without inconvenience, very well. But caution is

necessary in taking new accounts at this time, and he should be
doubly cautious in making applications to parties. Unless he
has the most ample and satisfactory information as to their cir-

cumstances, he had better wait until they apply to him. It

would then devolve upon them to satisfy him that he would be

justified in making the advances required.

During the pressure, a banker will find that some of his

wealthier customers, who, when money was abundant, took

their biUs to be discounted by a bill-broker, because he would
cash them at a lower rate, will come back, and expect to have
discounts from their banker. This is no fault of the bill-

brokers. People put money in their hands avowedly for tem-

porary purposes. In seasons of abundance the bill-brokers are

glutted with money. When the pressure commences this money
is withdrawn. The consequence is, that in seasons of abundance

the bill-brokers, will discount at a lower rate than the bankers,

and when money is scarce they discount at a higher rate, and in

many cases will not discount at all. Sharp-sighted people, who
are acquainted with the London money market, wiU, when
money is abundant, take all their first-rate bills to a biU-broker,

and send to their banker all their inferior bills, which a bill-

broker would not take. Now, if a banker has occasion to

curtail his advances in seasons of pressure, he should begin with

people of this sort. But if he has ample means, and the parties

are wealthy, he may deem it worth his while to take their bills,

charging a high rate of interest, and gently reminding them of

their former delinquencies. Exhortations to good behaviour

have always a greater effect when administered in seasons of

alHiction. And reproof at this time to a party who has thus

wandered, may induce him to pursue in future a more righteous

line of conduct.

During a pressure, a banker will find that some of his

customers will get into difficulties, and wiU apply to him for

assistance. He will often be at a loss to decide whether he

should or should not grant the assistance required. This hesita-

tion will arise from his doubts as to the extent to which he can
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pmdently rely upon the calculations and anticipations of his

customer. The party states that he must immediately stop pay-

ment unless he has assistance ; but he has abundance of pro-

perty, and his difiSculties arise only from not being able to

realise it. If he has a certain sum he can then go on comfort- '

ably. .The banker grants him this sum. After a while, he

comes again, and states he must now stop unless he has a

farther sum. The banker hesitates, but ultimately gives him

this farther sum. He comes a third time, and states he has not -

yet got enough ; and not being able to get more, he then stops,

leaving the banker at best with a large lock-up, and probably

with an ultimate loss.

During a pressure, those banks that allow interest on deposits

will be asked for a higher rate of interest. It is quite right

that those parties who have had deposits at the bank for some

time, should receive a higher rate of interest, proportionate to

the increased value of money. But it may be questioned

whether it is worth while to receive farther lodgments, during a

pressure, at a high rate of interest^ unless they are lodged for a

fixed period. For, should the pressure increase, these sums are

sure to be withdrawn, or else applications will be made for a

higher rate of interest than the banker can prudently give. Nor
must it be forgotten that it is not wise for a banker to give,

during a panic, an extravagant rate of interest. Should he do
so, he will give rise to an opinion that he is short of funds, and
this may cause more deposits to be withdrawn than he would
obtain from his high rate of interest.

During a pressure, a banker will pay considerable attention to

the published returns of the Bank of England. The increase or

diminution of the gold and silver in the issuing department,
will show the progress of the pressure. As these increase,

money will become less scarce, the rate of interest will fall, and
the pressure will subside. In this department, it is the progress
of increase, or diminution, more than the actual amount, that
should be the main object of attention. The banking depart-
ment resembles any other bank. Its means are the paid-up
capital—the real or surplus fund—the public deposits—the
private deposits, and the seven-day bills. These means are
employed in public securities, private securities, and cash in the
till. Its ability to make advances, at any given time, depends
on the amount of cash in the till. The diminution of this
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amount shows the increase of the pressure, and the banker will

act accordingly.

As far as past experience goes, all panics or pressures have
resulted in a subsequent abundance of money. It would be a
grand thing for a banker if he could know beforehand at what
precise point this change would take place. But this he cannot

know, and he had better not speculate on the subject, but just

follow the course of events as they occur. When, however, the

point is fairly turned, he will act wisely in investing all his

surplus funds in such convertible securities as are Hkely to

advance in price, from the increasing low rate of interest.

Exchequer bills are most likely to be the first affected, and then
the public funds. He will, also, be more liberal in granting

discounts, and other advances, and he will lower the rate of

interest at which he takes deposits. At the same time, he will

be cautious in the bills he discounts. For, though money may
be abundant, yet trade may be depressed, and the effects of the

previous panic may be the failure of a great number of per-

sons in the middle class of society. The banker will therefore

be cautious in extending his discounts, except on biUs of an

undoubted character.

We will observe, lastly, that, in a season of pressure; it is

peculiarly necessary that a banker should pay regard to the

state of his own health, and to the discipline of his own mind,

so as to guard against any morbid or gloomy apprehensions

with regard to the future. He should attempt to form a cool

and dispassionate judgment as to the result of passing events

;

endeavouring so to arrange his own affairs as to be prepared for

whatever may occur, but taking care not to increase the present

evil by predicting greater calamities. If he suffer a feeling of

despondency to get the mastery of his mind, he will be less able

to cope with the diflSculties of his position. He will then,

probably, refuse reasonable assistance to even first-rate customers,

realise securities unnecessarily at a heavy sacrifice, and keej^ in

his till an amount of unemployed treasure excessively dispro-

portionate to the extent of his liabilities. This will increase

the pressure. Fear, too, is always contagious. A banker of

this melancholy temperament wiU. impart his apprehensions

to others, and thus the panic will become more widely

extended.
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SECTION vni.

THE ADMINISTKATION OF A BANK UNDER THE ACT OF 1844.

It would not be consistent with the practical character of this

work to discuss, at great length, any theory of the currency.

But the Act of 1844, though founded on a theory, was a prac-

tical measure, and has so important a bearing on the administra-

tion of banking aifairs, that our work would be regarded as

incomplete were the subject altogether omitted.

" The Act of 1844 " is the 7 & 8 Vict. cap. 32, and is entitled,

" An Act to regulate the Issue of Bank Notes, and for giving to

the Governor and Company of the Bank of England certain

privileges for a limited period." It enacts that from and after

the 31 st August, 1844, the Issue department of the Bank of

England shall be separated from the Banking department—that

the issuing department may issue notes to the extent of

14,000,000Z. upon securities set apart for that purpose, of which

the debt of 11,015,100Z. due from the Government to the bank

shall form a part—that no amount of notes above 14,000,000?.

shall be issued, except against gold coin, or gold or silver

bullion ; and that the silver bullion shall not exceed one-fourth

the amount of gold coin and bullion. Any person is entitled to

demand notes from the issuing department, in exchange for gold

bullion, at the rate of SI. lis. 9(Z. per ounce. Should any banker

discontinue his issue of notes, the Bank of England may, upon

application, be empowered by an Order of Council to increase

her issue upon securities to the extent of two-thirds of the issue

thus withdrawn ; but all the profit of this increased issue must

go to the Government.

The theory on which this Act was founded had, for several

years previously, been brought before the public in pamphlets

written by men of distinguished talent. .Upon some of these

pamphlets we wrote a critique, which apposed in the " West-

minster Eeview " of January, 1841. That.»aTticle was afterwards

published separately, under the title of ", Currency and Banking

:

a Eeview of some of the Principles and Plans that have recently

engaged public attention, with reference to the administration of

the Currency." In this review we made the following observa-

tions on the plan then proposed, and subsequently carried out in

the Act of 1844:—
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" The plan of making the amount of the circulation fluctuate in exact cor-

respondence with the amount of gold in the Bank of England.
" This plan is open to the following objections :

—

" Upon this plan there must be a perpetual increase and diminution in

the stock of gold ; consequently a perpetual increase and diminution in

the amount of the currency. The increase in the amount of the currency

would raise prices anjl stimulate speculation. The diminution in the

amount of the currency would reduce prices and produce distress. And
thus there must be a constant alteration from high prices to low prices,

and again from low prices to high prices—from speculation to distress,

and from distress to speculation.

" 2. But depression of prices, and their attendant miseries, may not be

experienced only when the foreign exchanges are unfavourable. Excessive

caution, an apprehension of war, or political feeling, may cause a domestic

demand for gold, and this would cause for a while a contraction of the

currency as severe as that which would arise from an unfavourable

exchange ; and, as the bank directors would have no discretionary power,

but would be required ' to adhere to principle,' by giving gold for notes, or

notes for gold, they could do nothing to assuage these calamities. Ac-

cording to Mr. Loyd, a draia, from whatever cause it may arise, must be

met by a contraction of the currency. Mr. Palmer, in laying down his

rule, put in a saving clause— ' except under special circumstances,' but

Mr. Loyd* makes no exceptions.

" 3. To carry this system into operation, would require a separation of

the issuing department from the other departments of the business of the

bank, and this would cause still farther inconveniences. The management

of the issuing department would be exceedingly simple. The office of the

directors would be a complete sinecure, and, for anything they would

have to do, their places might be as well supplied by four-and-twenty

broomsticks. A few cashiers to exchange gold for notes, or notes for gold,

would be all the establishment required; and could Mr. Babbage be

induced to construct a ' self-acting ' machine to perform these operations,

the whole business of the currency department might be carried

on without human agency. But the deposit department would require

more attention. ' It is in the nature of banking business,' says Mr. Loyd,

• that the amount of its deposits should vary with a variety of circumstances

;

and, as the amount of deposits varies, the amount of that in which those

deposits are invested (viz., the secuj-ities) must vary also. It is, there-

fore, quite absurd to talk of the bank, in its character of a banldng

concern, keeping the amount of its securities invariable.' As, therefore,

Ihe deposits might vary, the bank would be a buyer or a seller of

Government securities ; and as these variations are sometimes to a very

* I wish I could have made this quotation without introducing the names.

It would greatly assist our inquiries after truth, and lead to the formation of an

independent judgment, if we could engage in discussions of this kind without

any reference to those talented men who may have distinguished themselves as

either the advocates or the opponents of the doctrines we uivestigate.

Q 2
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large amount, the fluctuations in the price of the public funds, and of

exchequer bills, would be very considerable. Thus the property of those

who held these securities would be always changing in value. Again, the

deposits would be withdrawn chiefly in seasons of pressure, and the

bank would then be compelled to sell her securities. But suppose the

scarcity of money should be so great that the securities would be un-

saleable even at a reduced price, how then could the bank pay off her

deposits?

" 4. If the currency were administered upon this principle, the bank

would be unable to grant assistance to the commercial and manufacturing

classes in seasons of calamity.

" Mr. Loyd exclaims, ' Let not the borrowers of money. Government
and Commerce, approach, with their dangerous and seductive influences, the

creator of money.' But, with all deference to Mr. Loyd, we contend

that it is the province of a bank to afford assistance to trade and commerce
in seasons of pressure. Mr. Loyd, as a practical banker, would no doubt

afford assistance to his own customers in such seasons ; and if this be the

province and duty of a private banker, the duty is more imperative on a

public banking company, and more imperative still on a bank invested by
the legislature with peculiar privileges for the public good. Mr. Loyd
says, ' Let the bank afford this assistance out of her own funds.' But,

under Mr. Loyd's system, she could grant assistance only by selling

securities ; and what relief would she afford by selling securities with one

hand, and lending out the money with the other ? Besides, is it certain

that, under such a pressure as Mr. Loyd's system must occasionally

produce, these securities would be saleable at even any price? 'But,'

says Mr. Loyd, ' individuals may afford this assistance.' In seasons of

pressure few individuals have more ample funds than what are necessary

for the supply of their own wants. . . . When the distress is caused by a
contraction of the currency, it can only be removed by an increased issue
of notes. And there are many cases, such for instance as that of the
Northern and Central Bank, in which assistance can only be effectually

rendered in this manner.
" We consider that any system of administering the. currency, which

prohibits the banking institutions of the country from granting relief to
the commercial and manuifacturing classes, must be unsound. We should
condemn such a system at once, even if we could not detect the fallacies

on which it was founded. In political economy we can judge of principles
only by their practical effects—and any system which produces these
effects must be unsound. When seasons of calamity occur, it is-not for
the national bank to exclaim, Sauve qui pent. They ought to co-operate
with the Government in attempting to relieve the distress, and to preserve
the tranquilhty of the country."

These remarks, written in the year 1841, might, if put into
the past tense, almost serve for a history of the year 1847.
The Act of 1844 was formed upon the principle which is here
condemned ; and the effects described have actually occurred.
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There have been great fluctuations in the amount of the cir-

culation, in the rate of interest, and in the prices of the public

securities. There have been great speculations, followed by
great distress. The G-overnment funds have in large amounts
been unsaleable ; and the bank has been unable to afford relief

to the commercial classes. A severe pressure has taken place

;

and, in consequence of this severe pressure, the Act was

suspended. It has been denied that this pressure was produced

or increased by the Act. But, how stand the facts ? The Act
was passed, and, as predicted, a pressure came : the Act was
continued, and the pressure increased : the Act was suspended,

and the pressure went away. These are not opinions—they

are facts.

At the" meeting of Parliament in the latter end of 1847,

committees were appointed by both the House of Lords and

the House of Commons, to " inquire into the causes of the

distress which has for some time prevailed among the com-
mercial classes ; and how far it has been affected by the laws

for regulating the issue of bank notes payable on demand."

The following is an extract from the Eeport of the Lords'

Committee as to the causes of the pressure :

—

" A sudden and unexampled demand for foreign com, produced by a

failure in many descriptions of agricultural produce throughout the

United Kingdom, coincided with the unprecedented extent of speculation

produced by increased facilities of credit and a low rate of interest, and
had for some time occasioned over-trading in many branches of commerce.

This was more especially felt ia raOroads, for which calls to a large amoimt
were daily becoming payable, without corresponding funds to meet them,

except by the withdrawal of capital from other pursuits and investments.

These causes account for much of the pressure under which many of the

weaker commercial firms were doomed to sink, and which was felt even

by the strongest. To these causes may be added a contemporaneous rise

of price in cotton ; and, with respect to houses connected with the East

and West India trade, a sudden and extensive fall in the price of sugar,

by which the value of their most readily available assets underwent great

depreciation.

" Some of these causes are obviously beyond the reach of legislative

control. But upon those which are connected with the extension of com-

mercial speculation, encouraged or checked by the facility or the diffi-

culty of obtaining credit by the advance of capital and the discount of

bills, the powers and position of the Bank of England must at all times

enable that corporation to exercise an important influence. The com-

mittee have consequently felt it to be their duty to inquire into the course

pursued by the bank acting under the provisions of the 7 & 8 Vict. c. 32,
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and they have come to the conclusion that the recent panic was materially

aggravated by the operation of that statute, and by the proceedings of the

bank itself. This effect may be traced, directly, to the Act of 1844, in the

legislative restriction imposed on the means of accommodation, whilst a

large amount of bullion was held in the coffers of the bank, and during a

time of favourable exchanges ; and it may be traced to the same cause,

indirectly, as a consequence of great fluctuations in the rate of discount,

and of capital previously advanced at an unusually low rate of interest.

This course the bank would hardly have felt itself justified in taking, had

not an impression existed that, by the separation of the issue and the

banking departments, one inflexible rule for regulating the bank issues

had been substituted by law in place of the discretion formerly vested in

the bank."

The nature and extent of the pressure is thus described by

the Governor and Deputy-Governor of the Bank of England :

—

" The panic beg&n by the failures in the corn trade. The price of

wheat had risen to about 120s. Large arrivals of grain from the con-

tinent of Europe and from America, coupled with the prospect of an

early and abundant harvest, caused a sudden faU in price to about 60s.,

with a corresponding decline in Indian corn. The failure of most of the

corn speculators followed this great reduction in price, and their failure

caused the stoppage of an eminent discount broker having a large country

connexion. This latter failure, by closing one of the principal channels

of discount between the country and London, caused distrust to extend

into the country. Credit became affected by these failures, and several

London firms of high standing also failed. Then followed in rapid

succession the failure of the Eoyal Bank of Liverpool, the Liverpool

Banking Company, the North and South "Wales Banking Company, some

private country banks, and the Union Bank of Newcastle, followed by a

tremendous run upon the Northumberland and Durham District Bank.

To these disasters succeeded alarm, and an almost total prostration of

credit. The London bankers and discount brokers refused to grant the

usual accommodation to their customers, and necessarily obliged every

one requiring assistance to resort to the Bank of England. Money was

hoarded to a considerable extent : so much so, that notwithstanding the

notes and coin issued to the public in October, exceeded by 4,000,000Z. or

5,000,000?. the amount with the pubhc in August, still the general

complaint was of a scarcity of money. Credit was so entirely de-

stroyed, that houses trading to distant countries, carrying on their business

through the means of credit by a renewal of their acceptances as they

became due, were no longer able to meet their engagements, and were

forced to stop payment. This was the state of things previous to the

issuing of the Government letter in October." *

The Committee of the House of Commons delivered a

Eeport in favour of the continuance of the bill without

- Lords, No. 12.
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alteration—in opposition to the opinions of by far the majority

of the witnesses who were examined.

Those witnesses who are friendly to the Act contend that

it has secured the convertibility of the Bank of England
note—that this convertibility was endangered in 1825, in 1837,

and in 1839, and would have been endangered in 1847 but for

this Act*

By the phrase "securing the convertibility of the note,"

it is not meant that the issue department of the Bank of

England held a sufBcient amount of gold and silver to pay
off all the notes it had issued. It is obvious that the gold and
silver in hand must always be fourteen millions less than this

amount, inasmuch as fourteen millions of notes are issued

against securities. By "securing the convertibility of the

note," is meant, that the issue department of the Bank of

England were in a condition to pay off any amount of notes of

which payment was likely to be demanded for the pv/rpose of
exporting the gold—the issue department was always in a

condition to meet a.njforeign demand for gold. This is called,

" securing the convertibility of the note."

It has been contended, that the Act has retained in the

vaults of the Bank of England a larger amount of gold and
silver than would otherwise have been retained. And as this

amoimt is set apart for the express purpose of paying the

notes, their payment is so far additionally secured. On the

other hand, it has been maintained that, by thus reserving all

the gold to pay the notes, we endangered the payment of the

deposits. And had the banking department stopped payment,

a domestic run would have taken place upon the issuing

department, and thus the payment of the notes woidd still have

been endangered.

The following is the evidence of a director of the Bank of

Liverpool upon the subject

:

" With regard to securing the convertibility of the notes, what is your

opiQion of the bill ?

" I do not think it has secured the convertibility of the notes at all.

The notes remaiued convertible up to the suspension of the bill; but

I believe that, if the bill had not been suspended then, or some similar

measure adopted, notes would have ceased to be convertible. Looking to

* See the Evidence before the Committee of the House of Lords, Questions

No. 1406 to 1409, and No. 3169i
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the general state of things throughout the country, and to what I know
to have been the state of things in London, and the position of trade

generally—to the alarm that was spreading rapidly through the country,

and to the fact that the power of the bank had been reduced to such a

point, that if there had been any apprehension of the failure of the

country banks, it could not farther support them, and that very little

might have occasioned (I might perhaps go farther, and say, would have

occasioned) the failure of banks in large towns and iu the country

—

believing that if one or two country banks of any.magnitude had failed,

alarm would have spread throughout the kingdom, or if one or- two

London banks had failed, consternation would have been general

—

seeing, also, the considerable amount of reserve in the hands of the

country bankers and joint-stock banks, and the necessity that there

would have been of having that reserve as early as possible converted

into gold if the bank was obliged to stop—seeing that a reserve of

20,000^. for each of 300 country banks would have taken six or seven

minions, or of 15,000Z. each would have taken five millions—and that if

the run for gold had once begun, it would probably have gone on till

the treasury was drained—seeing all this, my firm opinion is, that the

biU of 1844 has not secured convertibility, and I state the grounds on
which that opinion is formed.','*

It seems useless at present to speculate upon sucH a state

of things, as we now know that before the pressure arriveS to

such a height as to cause the banking . department to stop

payment, the Act would be suspended. But it seems fair to

ask, whether the precautions of the Act are not dispropor-

tionate to the danger? We ought to consider not merely
the greatness of the «vil, but also the probability of its

occurrence ; and is it wise to inflict upon ourselves a vast
number of serious evils merely to guard against a danger that
may never occur ? It may farther be asked, whether the
stringent measures that were necessary to keep the banking
department from stopping payment, would not have been
equally effectual under the previous state of the law in
preserving the convertibility of the notes ?

It should be recollected, too, that previous to the passing
of the Act of 1844, the bank had the power of rectifying the

,

exchanges by means of foreign credits, as they did in the
year 1839.t But the directors, being now relieved from all

responsibility with regard to the issue department, have no
inducement to engage in such an operation. Indeed, they

* Commons, No. 94.

t Several of the witnessea made suggestions for rectifying this exchange by
other means than the exportation of gold.—See Commons, 97 2018 2023 aWT
2614,2620.

'
' 1 ,

•"•'.
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might be censured for interfering with the principle of the

Act, that the exchanges shall be rectified by a transmission of

gold and silver.

It would appear from the evidence, that the sole advan-

tage NOW claimed for the Act, is that it has secured the con-

vertibility of the note. Other advantages, however, were

expected to result. Those expectations are thus disposed of in

the Eeport of the Lords' Committee :

—

" It is true that to those who may have expected that the 7 & 8 Vict,

c. 32, would effectually prevent a recurrence of cycles of commercial

excitement and depression, the contract between the years 1845 and
1847 must produce a grievous disappointment. To those who antici-

pated that the Act would put a check on improvident speculation, the

disappointment cannot be less, if reliance is to be placed (as the com-

mittee are confident it may) on the statement of the governor of the bank,

and of other witnesses, that ' speculations were never carried to such an

enormous extent as in 1846 and the beginning of 1847.' If the Act were

relied on as a security against violent fluctuations in the value of money,

the fallaciousness of such anticipation is conclusively proved by the fact,

that whilst the difference between the highest and lowest rate of discoimt

was in the calamitous years 1837 and 1839 but 2i to 2i per cent., the

difference in 1847 rose to 61. If it was contemplated that the number

and the extent of commercial failures would have been lessened, the

deplorable narrative of the governor of the bank, recording the failure of

thirty-three houses comparatively in large business, in London alone, to

the amount of 8,129,000Z., is a conclusive reply. If the enormous extent

to which railroad speculation has been carried be considered as an evil

to which a sound system of banking could have applied a corrective,

such a corrective has not been found in an Act, since the passing of which,

during a period of three years, an increased railway capital of upwards of

221,000,000?. has been authorized to be raised by Parliament ; and when the

enormous sum of 76,390,000Z. is stated, on high financial authority, to have

been actually expended on railways in two years and a half If the power

of obtaining banking accommodation on moderate terms were considered

to be promoted by the Act of 1844, it cannot be said that this important

object has been attained, since it appears in evidence that in 1847, in

addition to an interest of 9 or 10 per cent., a commission was also

frequently paid, raising the charge to 10, 20, or 30 per cent., according to

the time which bills had to run."

The Eeport might have added, that if it was expected

that the amount of notes in the hands of the public would

fluctuate in exact correspondence with the fluctuations in the

amount of gold in the Bank of England, that expectation has

not been fulfilled. From the censure cast on the Bank of

England before the Act was passed for not producing this
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correspondence, it may be inferred that such an expectation was

entertained.*

Those who are opposed to the Act of 1844 bring against it

the following accusations :—
First. The Act of 1844 is accused of having produced

an abundance of money and a low rate of interest, and

thus to have,stimulated to excessive speculation. We showed,

.

in the last Section, that these are always the precursors of

a pressure.

According to this Act, aU persons are entitled to demand
from the issue department of the Bank of England, Bank of

England notes in exchange for gold bullion at the rate of

'il. 17s. 9c?. per ounce of standard gold. When, therefore, the

foreign exchanges are favourable to the importation of gold,

this gold, consisting of gold bars and foreign gold coin, which

could not be used as money in this country, is taken to the

issue department, and instantly converted into Bank of England

notes. The amount of notes is thus increased beyond what the

transactions of the country require. Money becomes plentiful,

the rate of interest falls, and the low rate of interest gives

facilities to speculative undertakings.

It must be acknowledged that, previous to the passing of this

Act, the bank directors had adopted the principle of purchasing

all foreign gold that might be offered them at 2>l. 17s. 2d. an

ounce ; and it formed a feature of their system of management,

as explained before a committee of the House of Commons in

the year 1832. When the advocates of the Act say that it is

only during a season of pressure that the Act comes into

operation,! they can mean only that it is during such a season

that the system established by the Act differs from the system

previously in existence. The Act is as much in operation whea
it gives out notes as when it gives out gold.

It must also be acknowledged that on the 31st August, 1844,

when the Act came into operation, there was a large amount of

gold in the bank, and a low rate of interest consequently pre-

vailed. This gold had accumulated, not literally in consequence

of the Act, but in consequence of the principle embodied in

the Act. From the adoption of this principle, the gold in the

' See the Evidence taken before the Committee on Banks of Issue, No. 2677

—2713.

f Commons, 5121,
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vaults of the bank still farther increased after the passing of

the Act.

It must be farther acknowledged, that although the Act
requires the issue department at all times to issue notes against

gold, it does not require that the Bank of England shall at all

times issue 14,000,000?. against securities. The Act merely
requires that the amount s/ta?? no< eaiceet? 1 4,000,000?. And a

London banker who was examiaed as a witness before the

Lords' Committee, said he expected that when the Act came
into operation the bank would not issue at first more tlian

11,000,OOOZ. against securities, and that the remaining 3,000,000?.

would not be issued until the rate of interest had advanced to

3-J- or 4 per cent. But the Act did not require the Banlv of

England to adopt this course ; and its adoption would probably

have been considered by some parties as a departure from its

principle. For it is a fundamental principle of the Act, that

the amount of circulation shall jerk up and down in exact

conformity to the importations or exportations of gold. And
hence during a favourable course of exchange money must be

abundant, and interest must be low.

It is alleged that the Act still farther reduced the rate of

interest, and promoted speculative undertakings, by placing the

Bank of England in a position in which the directors were led

to adopt a new system of management.

In September, 1844, soon after the Act was passed, the

directors, whose rate of interest had never previously been lower

than 4 per cent., reduced it to 2J per cent. The object of this

reduction was to invest a larger portion of their funds in the

discount of bills. It is stated that, to effect this object, the

directors not only reduced their rate of discount, but also

canvassed for business, and thus gave a stimulus to new trans-

actions. They had been told that the banking department of

the Bank of England was to be managed "like any other

banking concern using Bank of England notes." And it is not

an unusual thing for bankers, when they cannot employ their

funds at so high a rate of interest as they wish to obtain, to

employ them at a lower rate. Nor is it unusual for a banker

to offer his surplus cash to bill-brokers and others, who are

known to be in the habit of supplying bankers with bills.

But however consistent the conduct of the directors may

have been with banking principles, the reduction of the bank
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rate of discount immediately-caused a reduction in the market

rate, and in the rates charged by bankers throughout the

country. For it must be observed, that \^hen the bank lowers

her rate of interest upon money in seasons of abundance, it has

the necessary effect of reducing the market rate of interest stUl

lower than the bank rate. Suppose, for instance, the bank

discoimts at 5 per cent, and the market rate of discount is 4 per

cent., of course no bills are offered for discount to the bank.

Then the bank, to get discounts, lowers her rate of interest to

4 per cent. A portion of bills that were previously discounted

by private bankers and bill-brokers wiU then be taken to the

bank ; but the notes thus drawn from the bank make money
still more plentiful, and the market rate falls to 3|^ or 3 per

cent. Now, should the bank reduce her rate to 3 per cent, the

same effects would again follow. For the additional notes thus

drawn out would make money so abundant as to reduce the

market rate of interest to 2^ or 2 per cent., and so on.

But in seasons of scarcity, precisely the opposite effect

follows. For when the bank raises the rate of discount, it has

the effect of raising the market rate still higher. Thus, if the

bank should be discounting at 5 per cent, and the market rate

should be 5J per cent., let the bank raise her rate to 6 per cent,

and the market rate will immediately become 7 or perhaps

8 per cent., or even higher upon inferior bills. For the bank
rate of discount will be the market rate for only the first class

of' bills—such bills as could be discounted at the bank ; and all

bills of the second class will have to pay an advanced rate, and
those of a stiU more inferior character will not be discountable

at all.

In 1844 the rate of discount was lower than in any previous
season of abundance of money. This low rate of interest was
produced, in the first place, by the principle of the Act of 1844,
which caused the issue of a large amount of notes against gold and
silver bullion ; and, secondly, by that provision of the Act which
separated the two departments, and thus brought the banking
department of the Bank of England intp competition with other
bankers and money dealers^ as discounters of bills.* The
directors of the bank seem to think that the spirit of the Act of
1844 required that the bank should employ its reserve.

* Commons, 2275, 5189, 5347-5350.
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" If we keep the notes in the reserve, instead of giving them out to the
public, the effect that ought to be produced by gold coming into the
country is counteracted; it induces a larger amount of capital to come
into the country, because you do not allow that portion which has come
in to be employed. If you do not put out the gold, or the representative

of gold, you entirely prevent its having any effect upon the circulation.

The exchange will be kept up, and gold will continue to come in." *

Thus it appears that, although there is no positive enactment
in the Act respecting the management of the banking depart-

ment, the directors so understand its spirit as to believe that

when gold is going out of the country they ought to take

measures to prevent its exit ; and when gold is coming into the

country, they ought to endeavour to drive it back again. The
first object is attained by raising the rate of interest very high

;

the second, by reducing it very low. It must, however, be

acknowledged that, apart from any efforts of the banking

department, a large importation of gold will under the Act
necessarily cause a low rate of interest.

Secondly. The next charge against the Act of 1844 is, that

it does not admit of those occasional expansions of the amount
of notes in circulation which are often required by the domestic

transactions of the country.

It is alleged that one imperfection of the Act was strikingly

manifested in the beginning of the year 1846. The Parliament

required that all railway companies that intended to apply for

an Act, should lodge 10 per cent, on their capital within fifteen

days after the meeting of Parliament. It was impossible to say

beforehand what amount of notes would be required to make
these payments. It was variously estimated at from 12,000,000?.

to 25,000,000?., while all the notes in the hands of the public

amounted to only about 20,000,000?. Ultimately the railway

companies of Ireland and Scotland were allowed to make their

payments in Dublin and Edinburgh, respectively ; and • the

payments iu London did not amount to more than 14,000,000?.t

This large sum was paid by means of the banking department

of the Bank of England lending out the money as fast as it was

received. Had the Act of 1844 not been in existence, the

Bank of England (as in the case of the West India loan, and of

previous loans) might have lent out the money before the time

of payment arrived, and no apprehensions would have been

* Commons, 3009. t Lords, 1209, 1214.
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entertained. The notes in circulation would have been largely-

increased for a few days, and then again have subsided to the

former amount. As it was, the payment was not made through

any virtue in the Act. And had it been required under different

circumstances, or when the banking department had a smaller

reserve, it could not have been made at all.*

It is farther alleged, that the Act of 1844 requires an imme-

diate contraction in the amount of the notes whenever gold is

exported for merely a temporary or speciiic purpose. Between

March 13 and April 24, 1847, 2,237,200Z. was exported in

payments for corn. An equal amount of notes was of course

cancelled by the issue department. The notes must have been

taken out of the hands of the public, or from the banking

department of the Bank of England. About the same time,

the Government had occasion to borrow of the banking depart-

ment about 3,500,000?. to pay the April dividends. The bank-

ing department, consequently, for a while limited their discounts,

and even refused to grant loans on exchequer bUls. Great

pressure was consequently felt, though it did not last for a long

time. Now it is alleged, that if the Act of 1844 had not

existed, the directors would have allowed the gold to be exported

without immediately contracting the notes in circulation. They
would have lent the money required by the Government, with-

out refusing the loans and discounts to the public; and the

contraction of the circulation, by being extended over one or

two months, instead of a few weeks, might have produced no

inconvenience.

By the Act of 1844, the circulation of the country banks was

restricted to a certain amount. The average of the twelve

weeks endiiig the 27th of April, 1844, was fixed for the

maximum. During some months in the year the country

requires more notes than this maximum ; and, as the banks can

issue no more notes of their own, they obtain Bank of England

notes from London. In the year 1845 Acts of Parliament were

passed for the regulation of .the notes issued in Scotland and

Ireland. Beyond certain fixed amoimts, the banks in these

countries are required to hold gold equal to the amount of

notes in circulation. In both countries this circulation fluctuates.

In Scotland, the highest amount is in November. In Ireland,

the highest amount is in January or February. In these

* Lords, 1209.
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months they require more gold, and this gold they obtain from
the issue department in exchange for Bank of England notes.

Before the Act of 1844, the circulation of the country parts of

England, of Scotland, and of Ireland, expanded or contracted as

required by the wants of the public, without affecting the

London circulation of the Bank of England; but under this

Act, the expansion of the circulation of the country banks, the

banks of Scotland, and of Ireland, are attended by a contraction

of the circulation of Bank of England notes in London. This

may not be a matter of much consequence in ordinary times,

when the banking department of the Bank of England has a

large reserve ; but in seasons of pressure, such as occurred in

1847, this drain on the London circulation may be more severely

felt.

It may be farther stated, that the. withdrawal or discontinu-

ance of a certain amount of bills of exchange, through loss of

credit or otherwise, would render a larger amount of bank

notes necessary to fill up the space formerly occupied by those

bills of exchange. But for such a circumstance no provision is

made by the Act.*

Thirdly. It is alleged that the Act of 1844 tends to produce

and to aggravate pressure, and at the same time deprives the

Bank of England of the power of granting adequate assistance,

even when the pressure is most urgent, and when assistance can

be rendered without any danger of affecting the foreign

exchanges.

This objection assumes that a pressure is an evil. It assumes,

that to advance the rate of interest to a rate which no profit

can afford to pay—to deprive solvent houses of the means of

meeting their legitimate engagements—to cause a universal

reduction of prices, and thus to baffle the calculations of even

the most prudent—to reduce wealthy merchants to the condition

of paupers—to deprive manufacturers of the means of executing

their orders, and thus to throw thousands of industrious people

out of employment—to sell to foreigners large amounts of goods

and manufactures at less than the prime cost, thus causing a

great national loss—to paralyse the national industry—to stop

the progress of useful works—and to destroy confidence and

credit—the objection assumes, that a pressure which produces

effects like these is a national evil. And such must be the

* Lords, 232—235.
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opinion of those who suspended the Act, and of those who

approve of that suspension ; for it was to prevent or to remove

evils like these that the Act was suspended.

It is alleged that the Act tends to produce such pressures.

By issuing notes against aU the importations of gold, it causes

abundance of money, lowers the rate of interest, and stimulates

to speculative undertaking (thus the low rate of interest in

1844 and 1845 stimulated the railway speculations), and then,

speculation is always succeeded by pressure. If, therefore,

similar causes produce similar effects, and if the future shall

resemble the past, the operation of the Act of 1844 wUl tend to

produce pressure.

It is farther alleged, that- when a pressure occurs without

being produced by the Act, then the Act tends to aggravate

the pressure. An unfavourable course of the exchange may be

produced by a large importation of corn. The Act requires

that the exchange shall be rectified by an exportation of gold,

and that this exportation of gold shall be attended by a contrac-

tion of the domestic circulation (according to the present mean-

ing of the word circulation) to an equal amount. It is hardly

necessary to show that these regulations must aggravate a

pressure.

It has been said, that the pressure of 1847 was produced by

the railway speculations and the famine, and therefore it was

not produced or increased by the Act of 1844. We do not

perceive the soundness of this reasoning, and it sgems to show a

forgetfulness of the peculiar operation of the Act. The Act

requires that the amount of notes in circulation shall fluctuate

in exact accordance with the amount of bullion. Railway

speculations, famine, foreign loans, or a hundred other things,

may turn the foreign exchanges, and cause gold to be exported,

but it is the Act which causes our circulation of notes to be

contracted in proportion as the gold is withdrawn. So a

hundred different circumstances may cause gold to be imported,

but it is the Act which causes our circulation to be inflated

in correspondence with this increased amount of gold. Herein,

we think, is the injurious operation of the Act. When the

exchanges are favourable, gold is imported. The gold is in

bars and foreign coin, and could not pass as money. But the

Act issues notes against this gold, thus increasing the circula-

tion, lowering the rate of interest, and giving rise to speculations
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of all kinds. These speculations, co-operating possibly with

other causes, turn the exchanges. Notes are then taken to the

bank, and gold demanded, for the purpose of being exported.

This contraction of the circulation of notes produces pressure,

and the apprehension of farther pressure produces panic.

They who contend that the Act of 1844 has not "in the

slightest degree tended either to create or to increase the

pressure"* of 1847, seem to be inconsistent in contending, at

the same time, that the Act has preserved the convertibility of

the bank note. It was the pressure and the high rate of

interest, and low prices consequent upon the pressure, that

checked the efflux of gold, and turned the exchanges. Now, if

the Act had no effect in producing or increasing that pressure,

the convertibility of the note, by whatever causes it was secured,

was not secured by the Act. If the Act did not in the slightest

degree- either create or increase the pressure, in what way, we
ask, could it preserve the convertibility of the note ? It appears

to us that those who contend that the Act preserved the conver-

tibility of the note, are bound by consistency to admit that the

Act produced or increased the pressure.

It is farther alleged that the Act aggravates a pressure by

the "panic" which it creates. It is stated that, during the

pressure of 1847, notes to the amount of 4,000,OOOZ. were

hoarded under the influence of panic, and this hoarding was

occasioned by the provisions of the Act. It must be acknow-

ledged, however, that something of this kind has taken place in

former pressures. We noticed this circumstance with reference

to the pressure of 1836, and again with reference to the pressure

of 1839.

A contraction of the circulation leads to a general apprehen-

sion of danger. Hence the bankers and others keep larger

reserves of bank notes on hand, in order to be prepared for the

worst, and thus the evils of the contraction are considerably

increased. That portion of the notes of the Bank of England

which is passing from hand to hand, may be called the active

circulation. That portion which is hoarded, or kept in reserve

to meet possible demands, may be called the dead circulation.

Now, it is quite certain that the dead circulation, while it

remains in that state, has no effect upon the prices of com-

modities—the spirit of speculation—or the foreign exchanges.

* Lords, 3106.
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These are affected only by the active circulation. In seasons

of pressure the dead circulation is increased at the expense of

the active circulation, because people hoard their money to

meet contingencies. Hence we find the pressure is often more

severe than the reduction of the bank circulation would seem

to warrant. But the fact is, that the pressure is in proportion

to the reduction of the active circulation, and not in proportion

to the reduction of the whole circulation. On the other hand,

in seasons of abundance, the dead circulation is diminished, the

active circulation proportionably increased, and hence the

stimulus given to trade and speculation is much greater than

the returns of the Bank of England would warrant us to

expect.

If this disposition to hoard—or, more properly, to make

provision for future or contingent demands—existed in 1837

and 1839, when the Bank of England had the unrestricted

power of issuing notes ; when there was the most unbounded

confidence in her ability to render assistance—and when every

solvent person expected, if necessary, to receive that assistance

—it is natural to suppose that this disposition would be stronger

in 1847, when the Bank of England had become divided into

two departments—one of which could issue no notes except

against gold, and the other had barely notes enough to meet its

own obligations. For this alteration in the condition of the

Bank of England, and the consequent feelings it inspired, the

Act of 1844 is clearly responsible.

It is said that this desire of " hoarding " arose from panic
;

and that the sum thus " hoarded " amounted to 4,000,000?. of

notes. It is diflScult to state where prudence ends and panic

begins. This hoarding was no doubt carried on by all the

joint-stock and private bankers, who, having received from

the public large sums of money payable on demand, deemed it

prudent to put themselves in a condition to repay these sums in

case they should be demanded. And, from the number of

banking establishments that exist in London, and throughout

the country, it is reasonable to suppose that the sums thus

hoarded must have been considerable. Many private parties,

too, from distrust of their bankers, probably kept their hoards

in their own hands. No blame, however, can attach to the

bankers ; for, although this " hoarding " increases the pressure,

yet, were they not to adopt this course, their banks might stop
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payment, and thus a heavier calamity would fall upon the

public.

It is farther alleged that the Act of 1844 has deprived the

Bank of England of the power of granting assistance by the

issue of notes during a pressure, even when the pressure is most

urgent, and the foreign exchanges are favourable. Before the

passing of the Act, when there was no separation of depart-

ments, the bank directors restricted their issues when the

exchanges were unfavourable, but extended them when the

exchanges were favourable. Hence, during the pressure of

1837, they granted assistance by a farther issue of notes to the

Northern and Central Bank, because the exchanges had

become favourable. Between the periods of an efBux and an

influx of gold there is always an interval of time. This interval

is usually the highest point of the pressure ; and heretofore the

Bank of England would relieve the pressure by extending her

issue of notes, in anticipation of the gold about to arrive. By
this means solvent houses were prevented stopping. Confidence

was restored, " hoarding " was diminished, and the pressure

removed. But the Act of 1844 does not allow this. No
additional notes can be issued until the gold has returned.

The same course must be followed, whether the exchanges are

favourable or unfavourable ; and to anticipate the return of the

gold, by a farther issue of notes, under any circumstances,

however urgent, would be a departure from the principle of the

Act. That such a departure, however, may be made with

immense advantage to the public, is obvious from the effects

which immediately followed the suspension of the Act in

October, 1847.*

It is chiefly in this respect that the system established by

the Act differs from the system previously in operation. And

some of the witnesses, looking no farther than this, merely

recommended that a power to suspend the Act iu cases of

severe pressure, should be lodged either with the Government

or the Bank. We feel no regret that the Legislature did not

comply with this recommendation. It is this inflexibility of the

Act which makes the commercial classes feel the unsoundness

of its whole principle. Had a dispensing power been granted,

we should merely have fallen back upon the previous system,

with the additional disadvantage that the bank would never be

» Commons. ,5387—5389.
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able to adopt a better system, even if so disposed. The
directors had for several years professed to govern the issue of

notes by the foreign exchanges, but departed from that prin-

ciple according to their discretion. The Act of 1844, by its

inflexible enactment, put this principle to the test of experi-

ment. The principle could not bear that test, and hence the

Act was suspended. There is now a chance, at least, that we

shall, ultimately, get a better system. The following is the

language we addressed to the joint-stock banks at the time the

Act was passed :

—

" It must be acknowledged that the principle of regulating

the currency by the stock of bullion in the Bank of England,

as proposed by Sir Eobert Peel, is one which the joint-stock

banks, as well as the private banks, have strongly condemned.

But since we cannot obtain the adoption of our own views,

the question for our consideration is. Whether the existing

system or that now proposed will best promote the interests

of our establishments ? And we shall probably determine that

it is better to have a uniform law, the operations of wliich

may be subjected to some degree of calculation, than unknown
laws, which are applied or suspended according to the impulse

of caprice.

" The proposed measure is an experiment ; and so excellent

is the machinery, that the experiment interferes as little as

possible with existing interests. And the old machinery being

retained by the continuance of the coimtry issues, the return is

easy to the former system, if necessary, before any serious

injury can be inflicted on the country.

" As practical bankers, we contend that experience is the

only test of the soundness of a theory. Let, then, "the

currency principle " be tried by this test. If it succeeds, the

joint-stock bankers, in common with every other class of the

community, will share the advantage. If it fails, then other

principles will, perhaps, be tried ; and, notwithstanding all

the denunciations we have heard upon the subject, it may
perhaps be ultimately found that the principle of ' competing

issues,' as practised in Scotland, is the only effective principle

by which the currency throughout the United Kingdom can be

managed."

It is obvious that " the currency principle " has been tried

and has failed. It seems now to be the proper time to try
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the antagonistic principle—that the amount of the domestic
currency should be wholly unaffected by the importations or
exportations of bullion. We doubt not that the talent and
ingenuity whic'h framed the Act of 1844 can construct a plan
for bringing this principle also to the test of experiment.

When this is done, we will judge of the soundness of the

principle by its results. So far as it has hitherto been tried, it

has never failed.

We have thus endeavoured to trace (impartially, as we
believe,) the practical operation of the Act of 1844. It is

reasonable to suppose, that under similar circumstances it will

produce similar effects. What will be its effects under other

circumstances we have yet to learn.

We may be reminded that, should the Act work unfavourably

under any circumstances, there is one remedy always at hand

—

the remedy which has already been applied—to suspend it.

And no doubt, under any Government, men will be found who
will have the courage to apply this remedy. But this will not

remove the previous evil. The suspension, too, may be long

delayed, and in the meantime much mischief may arise. In the

next pressure the nation will be like "a cat in a air-pump."

The animal will not be allowed to die, but at what precise period

of exhaustion relief will be afforded will depend upon the views

and theories of the philosophic statesmen who may at the time

be performing the experiment.

It will not be safe for practical bankers to calculate, with too

much confidence upon the suspension of the Act. They sliould

make their arrangements on the supposition that it will not be

suspended. And it behoves them to inquire what are the

principles upon which, under such circumstances, their establish-

ments ought to be administered. This we shall now proceed to do.

We pointed out at the :passing of the Act the course which we

thought prudent bankers ought to pursue.

In future, the amount of notes in circulation, we observed, will

be regulated by the foreign exchanges. When the exchanges

are favourable, money will be abundant ; when they are un-

favourable, it will be scarce. The evils- arising from a scarcity

of money can only be avoided by following a prudent line of

conduct when money is abundant. We, then, as prudent

bankers, ought at present to check our desires of making large

profits and declaring high dividends, and be content to employ



246 The Act of 1844.

our funds at a low rate of interest, rather tlian lock them up in

hazardous or inconvertible securities. We should call up our old

overdrafts, and our dead loans, and, if necessary, increase our

capital, so as to place ourselves in the position most favourable

for meeting an adverse state of the foreign exchanges. In cases

of pressure on the money market, arising from an unfavourable

course of exchange, the Bank of England will not be able, as

heretofore, to relieve that pressure by a farther issue of notes,

and, so far from granting assistance to other banks, she may,

from the extent of her transactions, be more in need of assistance

herself. We must, therefore, conduct our banks, individually,

on a principle of self-dependence ; we shall have to limit our

overdrawn accounts, to avoid all advances on inconvertible

securities, and to call up such an amount of capital as shall

secure to us the means at all times of giving reasonable accommo-

dation to our customers. On the recurrence of a pressure

similar to that of 1839, the cry will be, Sauve qui peut—" Every

one must take care of himself."

The knowledge we have acquired of the working of the Act

will tend to give additional force to these recommendations.

The attention of practical bankers will also be called to other

points besides those which are here named.

It will become a question with them to what extent they

should continue to allow interest on their deposits. Some of the

joint-stock banks in London allow interest on the minimum
balance of a current account. Others allow interest only, on

deposit receipts. But most London bankers, whether private or

joint-stock, allow interest on the daily balance to their country

connexions. In seasons of abundance, however, they usually

limit the amount on which they allow interest, to prevent them-

selves being glutted with money from the country banks. But

should the Act of 1844 produce those frequent alterations from

abundance to pressure, and again from pressure to abundance,

which we think it will produce, then it will become a matter of

consideration how far the practice of allowing interest on* de-

posits can be continued. It can never be worth a banker's

while to allow interest on money which remains in his hands

only so long as it cannot be employed, and is taken from him
the moment it becomes valuable. During the year 1847 vast

sums were withdrawn from both the London and the country

bankers, not from any distrust of these bankers, but with a view
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to make more profitable investments. The rate of interest had

been for some time previously very low. Consols had been at

par ; and when consols fell so low as to yield 3-|- per cent,

interest, and the railway companies issued debentures bearing-

interest at 5 per cent., large sums were withdrawn from all the

banks, as well as from the savings banks, for the purpose of

being invested in these securities. The bankers had no right to

complain of this, as they were called upon only to fulfil their

engagements ; but they will probably be unwilling in future to

allow interest on deposits of this description.

Another circumstance which the operation of the Act of 1844

will lead practical bankers to reconsidei-, will be the extent to

which they should invest their surplus funds in Government

securities. Many bankers have considered it as a sound prin-

ciple to invest a certain portion of their funds in Government

securities. We have laid before our readers extracts from

evidence given before parliamentary committees, in favour of

this principle, and we expressed our own convictions respecting

the same doctrine. But we must acknowledge the operation

of the Act is sufficient to show that this principle should

be acted upon with caution, and should be limited in its

application. The Act will cause money to be alternately

abundant and scarce. When money is abundant, the funds are

high ; and when money is scarce, the funds are low. In seasons

of abundance the banker will be full of deposits ; in seasons of

pressure his deposits will be withdrawn, and he will, moreover,

be asked to assist his customers by farther advances. He will,

therefore, always have occasion to sell out of the funds when the

price is low, and thus he will sustain loss. It will, consequently,

be his interest to employ his surplus funds in other investments,

or even to keep his money unemployed in his till, rather than

invest it in Government securities. His risk will be greater if

the Act should be capriciously suspended. In October, 1847,

several banks are said to have sold out of the funds only a few

days before the appearance of the Government letter. After

the issue of that letter the money was not wanted ; but, as the

funds immediately rose, the money could not be replaced but

at considerable loss. The reports and proceedings of the joint-

stock banks brought to light some transactions of this kind, and

it is probable that the private banks sustained heavy losses by

similar transactions.
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Another lesson that will be more deeply impressed upon the

minds of practical bankers, will be to conduct their establish-

ments in such a way as to be self-dependent in seasons of

pressure.

The events of the year 1847 are sufficient to show to what

extent dependence can be placed on the Bank of England.

Several of the directors complained that everybody looked for

assistance to the Bank of England. No expectation could be

more complimentary to the bank, nor show more strongly the

confidence she had inspired under her previous government.

In no preceding pressure had she refused assistance upon the

ground that she was unable to grant it. But in former pres-

sures there was no separation between the issuing and the

banking departments. Her great strength lay in the power she

possessed of expanding the circulation. That power she sur-

rendered to the Act of 1844. She then became like " any other

banking concern issuing Bank of England notes." Her locks

are now shorn.*

The Bank of Liverpool had been one of the oldest and most

respectable of the connexions of the Bank of England. They
had, from their commencement, never issued any but Bank of

England notes, and had always a pretty large -discount account

with the branch at Liverpool. Yet, in the year 1847, their

minute-book contains several entries similar to the following :

—

" The manager stated he had seen the agent of the branch bank
this morning, and that he would not discount anything for us

to-day." Even in the comparative light pressure of April, 1847,

the bank suddenly restricted their discounts ; and in October,

1847, they were quite unable to meet the public demand,
although in some cases they lent consols instead of money.

Indeed, it was because 'the means of the bank were unable to

supply the demand for notes, that the Act of 1844 was sus-

pended; yet the governor and all the other witnesses who
supported the Act of 1844, stated their opinion that the pressure

of 1847 was not so severe as some preceding pressures. How
much sooner, then, would the means of the bank have been

exhausted, if the pressure had equalled its predecessors in

severity

!

While bankers should not depend on the Bank of England,

neither should they depend on the bill-brokers. A broker, as

» CoiQmons, 769, 3223-4, 3941-2, 4566, 5389.
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the name implies, is an intermediate party between the

borrower and the lender. When money is abundant the bill-

broker has large funds at his disposal, with which he will

discount at a lower rate of interest than the bankers. When a

pressure arrives, these funds are withdrawn, and his occupation

is gone. Some bill-brokers have large capitals of their own,

and take in deposits, repayable on demand ; and to this extent

they may be regarded as bankers. When money is abundant,

sometimes cunning people, instead of going to their own bankers,

will take their bills to the bill-brokers, who will discount them
at a lower rate : and when the pressure arrives, and the brokers

no longer discount, they think to return to their bankers. It is

said that some country banks have occasionally adopted the

same system. But it is clearly a bad system for any bank to

adopt. A bank that is dependent on re-discount will most

likely feel some inconvenience in a season of pressure, even when
the bills are all undoubtedly good. But if the bank has, from

a desire of making large profits, been induced in seasons of

abundance to re-discount inferior bills, the results may be more

serious. For in a season of pressure, a large portion of those

bills will not be paid, and the bank will have to provide

payments for its own indorsements, while its former channels of

re-discount will be closed. All the joint-stock banks that

stopped payment in 1847 had been accustomed to re-discount

;

and though some of them were unsound in other respects, yet

the immediate cause of their stoppage was the inability to re-

discount. We again refer to the proceedings of the Bank of

Liverpool. " The manager stated that out of two small sums of

10,000?. sent to London to the brokers only one had been done."

—"We had then 100,000?. at call with certain bill-brokers, who

were unable, when applied to, to return us more than 25,000?."

The governor of the bank stated that the failure of the corn

speculators caused the failure of an eminent discount-broker

having a large country connexion ; and this failure, by closing

one of the principal channels of discount between the country

and London, caused distrust to extend into the country.

Banks should not only avoid depending ou the Bank of

England, or on bill-brokers : they should aJso avoid depending

on other banks. Some banks in manufacturing districts are in

the habit of discounting with banks in agricultural districts. A
very good practice, as we think. But the banks requiring the
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discount should always recollect that when a pressure arrives,

the discounting bank may have other ways of employing its

funds. Country banks, too, should not rely too much on their

London agents. Some London bankers have, no doubt, immense

power. At the same time, in seasons of pressure, they have

immense claims upon them.* If free from a run upon themselves,

they will endeavour so to administer tlieir funds as to afford

reasonable assistance to all their connexions. And no one

connexion should expect to receive more than this reasonable

amount of assistance. But they may themselves be exposed to

danger. The panic of 1847 was not a banking panic, but a

commercial panic ; and therefore the London bankers were

comparatively free from molestation. The panic of 1825

commenced by the failure of a country bank. In such a case

the London bankers could have rendered but little assistance to

their country connexions. It must be recollected that the Act

of 1844 was suspended upon the application of the London

bankers. The governor of the bank stated to the Committee of

the House of Lords—" The London bankers and discount-brokers

refused to grant the usual accommodation to their customers, and

necessarily obliged every one requiring assistance to resort to the

Bank of England."

The most effectual way of acquiring this self-dependence

that we have been recommending, is to call up an adequate

amount of capital. During a pressure, as we have already

said, a banker has three additional claims on his funds. In

the first place, a large amount of his deposits may be with-

drawn. Secondly, many of his customers, and some probably

of the wealthiest, will require additional assistance, in the way

of loans and discounts. And, thirdly, he will think it prudent

to keep a larger sum in his till, to meet contingent demands.

On the other hand, the bills he holds will not all of them be

regularly paid ; the temporary loans he has granted will have

to be renewed ; and should he call up any of his permanent or

dead loans, it will resemble calling spirits from the deep.

In this case he will find the benefit of a large capital ; and it is

only by means of a large capital that all these operations can

be performed with comfort to himself and satisfaction to his

customers. But if we increase our capitals to the full extent

that may be required in seasons of pressure, we must not

* Commons, 2341-8.
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expect to pay high dividends. It is obvious that with the

same extent of business, a bank with a large capital must pay a
lower dividend than a bank with a small capital. It seems
therefore likely that the average rate of banking profits will be
reduced.

The fluctuations in the value of money produced by attempting
to regulate the currency by the foreign exchanges are injurious

to both the London and the country bankers. In seasons when
money is abundant, the bankers obtain but a low rate of interest

on their loans and discounts—and they are tempted to make
imprudent investments in order to employ their funds. And
when, on the other hand, money is scarce, the amount of their

lodgments is reduced—the rate of interest allowed on the
permanent deposits is advanced— a larger sum is kept unem-
ployed in the till—and there is more danger from losses, either

by the failure of parties in debt to the bank, or by the necessity

of realising Government securities. Those country bankers

who are in the habit of re-discounting their bills in London are

induced, when money is abundant, to carry this system to a

great extent, because they can obtain money at 2 or 3 per cent,

in London, and lend it in the country at 4 or 5 per cent. But
when money becomes scarce they have to pay an exorbitant

interest or are denied discounts altogether, and they are then

compelled to refuse their customers their usual accommodation,

and then great distress is occasioned in the provinces. Except

under peculiar circumstances, both the extremes of abundance

and scarcity of money are unfavourable to large banking profits.

A state in which money is easy without being abundant, and

valuable without being scarce, is the most conducive to the

prosperity of both the banking and the commercial interests

of the country.

While, however, the profits of a banker from the ordinary

operations of his business may be diminished, it is possible he

may have opportunities of making other profits by those

fluctuations in the prices of public securities, which usually

occur in the different periods of a circle of the currency. In

the first period, immediately after a pressure, money is abun-

dant without speculation; in the second period, money is

abundant and speculations abound ; in the third period, specu-

lation begins to decline and money is in demand ; in the fourth

period, money is scarce and a pressure arrives. It is impossible
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to say how long each of these periods may last, as they will be

infiuenced by political events—the abundance of the harvests

—

the direction which speculation may take—and the state of the

public mind. Their approach or decline is generally indicated

by the stock of gold in the Bank of Englanrl.

During the first period money will be abundant, because the

importation of gold will cause an increased issue of bank notes
;

because, the import of commodities being diminished, there

will be fewer bills drawn from abroad upon English houses, .and

offered for discount to the London bankers ; and because trade

will have become paralyzed at home, and prices will have

fallen, so that less money will be required to carry it on.

A banker at this period, will have more money than he can

employ. But at this period, the prices of the public funds and

of other securities are low. The Act of 1844, by causing great

fluctuations in prices, gives great advantage to prudent capitalists,

at the expense of the less prudent or less wealthy classes of the

community. "All fluctuations in trade," says Mr. Gurney,
" are advantageous to the knowing man." * To those who are

not "knowing men," these fluctuations are injurious. The
abundance of the circulation produces a multiplication of con-

tracts, and then the contraction of the circulation produces an

inability to fulfil them.t And those who have stock or any

other kind of saleable property, are obliged to realise in order

to fulfil their engagements. Bankers may during this period

make advantageous investments; and as they may calculate

that another pressure will not arrive for two or three years,

they may purchase a limited amount of securities that have six

or twelve months to run. During the second period, money
will be in demand, though there may be no great advance in

the rate of interest. The securities purchased by the banker

in the first period, will now be falling due or advancing in

price. But this will be the period of his greatest danger, and

he must have a care not to let his desire of getting higher

interest lead him to make undue advances upon the com-

modities or securities that may be the subject of speculation.

The third period will be the most profitable for the banker in

his direct business. Money will be in full demand at a good

rate of interest, and his deposits will hardly have begun to

decline. He should now sell out stock and exchequer bills, oi

* Lords, 1324. t Lords, 3845.
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any other securities likely to be affected by the approaching
pressure. He should make advances only by discounting short

bills or making short loans. He should weed his accounts of

such customers as have deeply engaged in the previous specula-

tions—and put himself in a condition, to support liberally

through the pressure, those who may be entitled to his

assistance.

It seems, therefore, probable that bankers will, under the

Act of 1844, endeavour to make up for diminished profits by
investing more largely in securities. According to the evidence

of Mr. Pease, the fluctuations in the currency have already

produced similar effects in the departments of trade and

commerce.

" I stated, as clearly as I was able to do, that the man who bought from
hand to mouth, which is the common case, and did not watch those

fluctuations of capital, so as to buy when things were unusually depressed,

and to sell when things rose again, failed. The only man who suc-

ceeded in making money, succeeded in carrying on a speculative kind of

business that has arisen from the want of regularity in the values of

money and produce. The man who did not so speculate—buying largely

at one time and selling very freely at another—did not succeed. It is of

great importance that persons who do not desire to carry on a speculative

busiuess should have some assurance that it is moderately productive.

That assurance they have lost, by being suddenly deprived by those fluc-

tuations of that which they thought they had secured by their industry."*

Though we would not confound this kind of speculation with

that which takes place by means of time bargains on the Stock

Exchange, yet we do not think it desirable that banks should

deal in the public securities merely with a view of making a

profit from the fluctuations in price. Sometimes the banker

will be out in his calculations, and, instead of selling at a profit,

he will have to sell at a loss, or else submit to a lock-up of his

funds. And at all times there is a danger that he will acquire

a speculative feeling which will lead him to disregard the steady

pursuit of his trade.

* Commons, 4700, 4702.
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SECTION IX.

THE ADMINISTEATION OF THE BA^JKING DEPARTMENT OF

THE BANK OF ENGLAND.

By the Act of 1844, the banking department of the Bank of

England was separated from its issuing department ; and was

to be managed like " any other banking concern issuing Bank
of England notes." Taking this view of the banking depart-

ment, we propose to inquire on what principles it ought to be

administered. We shall do this, however, not so much with

the view of bringing forward any notions of our own, as to lay

before the reader some account of those principles which the

bank directors have adopted for their government. This will

lead us, peradventure, to discuss some principles of practical

banking to which we have not hitherto had occasion to refer.

We shall then trace the operations of this department for some
yeai-s subsequent to the passing of the Act of 1844.

The Act for separating the two departments came into

operation on the 31st of August, 1844, and the following was

the first return made under the Act, showing the condition of

the banking department on the 7th of September, 1844 :

—

Account of the Liabilities and Assets of tlie Bank of England, for the week ending

7th Septeniber, 1844.

Dr. ISSTJE BEPABTMENT

Notes issued. . . . £28,351,295 Government debt.

Other securities .

Gold coin and bullion

Silver bullion .

£28,351,295

Or.

£11,015,100

2,984,900

12,657,208

l;694,087

28,351,295

BANKING DKPABTMENT.

Proprietors' capita] .

Rest

Public deposits .

Otber deposits .

Seven-day and other bills

£14,553,000

3,564,729

3,630,809

8,644,348

1,030,354

£31,423,240

Government securities

Other securities .

Notes ....
Gold and silver coin .

£14,554,834

7,835,616

8,175,025

857,765

£31,423,240

The following table will give a more detailed account of some
of the items in the above return :

—
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It will be seen from the above, that the means or funds of the

banking department for carrying on its business, consist of:

—

1. The Paid-up Capital—2. 1'he Rest or surplus fund—3. The

Public Deposits—4. The other Deposits—5. The seven-day and

other Bills. These funds are invested in " Government secu-

rities " and in " other securities," and the remainder is kept as a

reserve in the till.

1. Viewing this as the condition of a private and independent

bank, the first thing that would strike the mind of a practical

banker, would be the large amount of the paid-up capital.

The capital is 14,553,000?. ; while the total deposits are only

12,275,157Z. The object of a large capital is, in the first place,

to secure the public confidence ; then, to have the means of re-

paying the deposits whenever demanded ; and also, of affording

to the customers of the bank every reasonable accommodation

in the way of loans or discounts.* But after making due pro-

vision for these objects this amount of capital appears unneces-

sarily large. Were it only 7,000,000Z., that would be amply

sufficient for carrying on the present extent of business, and

the rate of dividends might then be increased. All above this

amount could only be invested in Government securities, never

likely to be required for banking purposes ; and if required,

could not be suddenly realised, or at least not within the period

in which they are likely to be wanted.

2. The next thing that would appear remarkable for a private

bank, is the large amount of the Eest, or surplus fund.

The Rest, or surplus fundj or Guarantee Fund, as it is some-

times called, consists of the accumulation of surplus or remain-

ing profits after the payment of the dividend. The amount of

this fund should be regulated by the extent of the business,

and the probable loss that might arise in conducting that

business. If the fund is five or six times the amount of the

deficiency that might possibly arise in making up the annual

dividend, it would appear to be sufficient. For if, after makin"-

up this deficiency for one, two, or three years, it should appear

that the profits of the bank had become permanently diminished,

then the course would be to reduce the dividend, until the

surplus fund had recovered its former amount.

Banks that have made large profits, have either increased

the dividend, or distributed them among the shareholders in the

form of bonuses, or have added them to the capital. The Bank
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of England have adopted all these plans. Yet, after all these
distributions of increased dividends, bonuses, and additional
capital, the bank had on the 7th of September, 1844, a rest
arising from surplus profits, of 3,564,729Z. No other " banking
concern carrying on business with Bank of England notes,"

would think it necessary to keep such a rest. Neither the kind
nor the extent of business carried on is ever likely to require
anything like this amount to meet any occasional losses. The
amount is altogether excessively disproportionate to the
purposes for which a surplus fund is usually applied, and at the
same time it tends to give an erroneous view of the profits of

the banlc. This rest is employed in the business, and yields
profits, but it pays no dividends. The profits go to swell the
dividend on the capital, and hence the capital appears to yield

a profit of 7 per cent. But the dividend of 7 per cent, is not
made upon the capital alone, but on the capital and rest

together, and hence upon the funds employed it amounts to only
about 5| per cent.

3. The Deposits.

The Public Deposits are thus classified :

—

£
Exchequer aooount 2,198,000

For payment of Dividends 315,000

Savings Banks, &o . . 501,000

Other public accounts 617,000

£3,631,000

The "Exchequer account" is the current account with the

Government, and this account is credited with the amount of

the taxes as they are lodged in the bank. In the beginning of

January, April, July, and October, this account is debited for

the amount necessary to pay the quarterly dividends, and the

amount is carried to the credit of the account " for payment of

dividends." The balance here standing to the credit of this

account is the amount of the dividends that had not then been

claimed. The next account is called " Savings Banks, &c."

The trustees of the savings banks throughout the country are

required to lodge the deposits in the Bank of England to the

credit of the Commissioners for the reduction of the National

Debt, who afterwards invest it in the public funds. We do not

know what is meant by " &c.," nor yet by the " other public
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accounts." We believe there are certain accounts connected

with the Court of Chancery that are required to be kept with

the Bank of England ; and by the last bankruptcy law, the

effects of bankrupts' estates are required to be lodged in some

one or other of the branches. These may form the "other

public accounts."

The Private Deposits are thus classified :

—

£
KaUways 30,000

London Bankers . 963,000

East India Company 636,000

Bank of Ireland, Koyal Bank of Scotland, &o. 175,000

Other Deposits 5,631,000

Deposits at Branches 1,209,000

£8,644,000

With regard to both the public and the private deposits, a

banker would inquire whether they were fluctuating or perma-

nent ; whether repayable at fixed periods, or liable to be suddenly

withdrawn. He would thus ascertain what proportion could be

profitably employed, and what amount should be kept in the

till, to meet constant or occasional demands. He would observe,

on inspection, that the balance of the " exchequer account

"

increases gradually during the quarter, from the receipt of the

taxes, until the commencement of the next quarter, when it is

largely reduced by the payment of dividends. He will, there-

fore, provide for these quarterly payments; but his provision

will be less ample when informed, that, as the public deposits

decline, the private deposits will increase, and more especially

those of the London bankers. This is partly in consequence of

the bankers holding powers of attorney to receive the dividends

due to parties who reside in the country, and partly because the

abundance of money caused by the payment of dividends

increases their own deposits, and thus enables them to keep for

a time larger balances in the Bank of England. We have

already said that no rule can be given as to the amount of notes

which any banker should keep in his till—the proper amount
can be ascertained only by experience. But we should imagine

that in ordinary times the deposits in the Bank of England are

sufficiently steady to prevent any perplexity on the subject. We
may be asked what we mean by " ordinary times," since now
every year differs from its predecessor, and the steadiness and
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uniformity which heretofore characterised banking and com-
mercial affairs are no longer known. We reply, that by
"ordinary times" we mean those times that are the least

affected by the foreign exchanges. For some years past it has

been the practice to regulate the issue of bank notes by the

foreign exchanges. When the foreign exchanges bring gold

into the country, bant notes are issued against it, money
becomes abundant, and the bank deposits increase. When the

exchanges take out gold, the bank notes are diminished, and

the bank deposits decline. This system has, in a great measure,

been acted upon by the bank directors since the year 1832, and

it is now rigidly enforced by the Act of 1844. These extra-

ordinary seasons of great influx or great efflux of gold appear to

be subject at present to no general rules. But at other times

there seems to be no reason why the Bank of England should

not profitably employ a large portion of her deposits. We may
observe, however, that as the bank allows no interest on any of

her deposits, she sustains no loss even when they are not

employed ; but were they to be employed her profits would be

greater.

4. With regard to the InvestmenTpS, a banker would inquire

first, Are they safe ? secondly. Are they convertible ?

There seems no ground to question their safety—their con-

vertibility is not so obvious. The Government stock. Ex-

chequer bUls, and East India bonds, must be considered in

ordinary times, and to a reasonable amount, as strictly con-

vertible. But this is not the case with the Government

annuities. They could not be sold in the market ; and even

by private negotiation, few buyers would be found, except

the insurance offices. Even with them the negotiations

would probably occupy considerable time. As to the city

bonds, railway bonds, and mortgages, they would in a season

of pressure be altogether useless. It may be said, that the

bank's capital being so large, a portion may, without incon-

venience, be locked up in dead securities. This observation is

valid to a certain extent, but not to an indefinite extent, and

after giving it due weight, the amount thus invested seems too

large.

The annuities form a large portion of the amount of the

" Stock and annuities." The first is an annuity of 585,740?.,

usually called the " Dead Weight," which commenced on the

s 2
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5th of April, 1823, and is to continue for forty-four years from

that time. Other annuities arose out of the Bank Charter

Act of 1833. The Government were to pay to the bank one-

fourth of the permanent debit of 14,686,830?., amounting to

3,671,700Z. At first it was arranged that the bank should

receive in payment of this sum, 4,000,OOOZ. 3 per cent, reduced

annuities ; but it was afterwards changed to an annuity for

twenty-six years, to expire in 1860, at -the same time as the

" Long Annuity."

The bills discounted, and the short loans called " Advances

on bills of exchange, exchequer bills, stock, &c.," are most

legitimate banking inyestments.

The plan of granting short loans was commenced in 1829,

to obviate that tightness in the money market, which was felt

for a month or six weeks before the payment of the dividends,

through the gathering in of the taxes into the exchequer. The

rate of interest charged was usually about one per cent, less

than the discount charged on bills. The loans were repayable

to the bank at about the time.that the dividends were paid to

the public. Notices were issued, stating the rate of interest,

and the kind of securities on which loans would be made, and

the time of repayment. The first notice was issued on the 3rd

of December, 1829, and the practice continued until after the

passing of the Act of 1844. ,

Advances on deficiency bills, are a kind of short loans made

to the Government, whenever the taxes are less than sufficient

to pay the public dividends. These advances seem to be very

legitimate. The bank has one large customer. A customer

who keeps large deposits will sometimes require large advances.

These advances may peradventure be wanted at a time when it

may not be exactly convenient for the banker to make them.

All large accounts may at times be attended with some incon-

venience. But if a banker takes such accounts, he must make
his arrangements accordingly. In the present case, the bank

has the advantage of knowing, by the progress of the lodgments

on the " Exchequer account," whether such advance is likely

to be required.

When the Government requires these advances, the bank
must either make them out of her reserve in the till, or sell

public securities to obtain bank notes, or restrict her advances

to other parties. It is peculiarly unfortunate that the Govern-
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ment is more likely to require these advances in seasons of

pressure, inasmuch as in those seasons the taxes are usually

less productive and are less punctually paid Hence the bank
may be called upon to make advances to Government at

the same time that similar advances are required by the com-
mercial classes. la some cases the bank might not have the

means of making advances to both parties. Had the Govern-

ment required such advances in October, 1847, the commercial

distress must have been considerably increased.

5. The Eeserve.—A practical banker would, at first sight,

consider this reserve as too large. From the amount and
character of the deposits it would not appear that so large a

reserve was necessary, and a portion might well be employed
in earning interest instead of lying unproductive in the till.

But, before we condemn the bank directors, we must give this

matter farther consideration. We have already stated that,

even before passing the Act of 1844, the directors had been

in the habit of issuing their notes against gold and silver bullion

;

and when a large amount of notes had been thus issued, the

deposits in the bank were increased. Now, when this Act came
into operation—August 31st, 1844—the bank had in this way

acquired a large amount of gold and silver bullion ; indeed, she

does not ever before appear to have had so large an amount in

the whole course of her history. If we look to those years

which preceded pressures (for in these years gold on hand is

usually large), we shall find that in 1824 the amount was

13,810,080?. ; in 1836, the highest quotation is 7,801,000Z. ; and

in 1838, it is 10,126,000?. ; but on the 7th of September, 1844,

the amount returned in the issue department is, gold 12,657,208?.

and silver 1,694,087?., while the sum of 9,032,790?. was re-

tained in the banking department. Notes of course had

been issued against all this bullion, and the deposits in the

bank had consequently increased. "Well," it may be said,

" this will account for the increase of the deposits, but not for

the increase of the reserve. Why were not the deposits in-

vested?" We will explain this. There are some classes

of investments which the bank directors can make inde-

pendently of other parties. For instance, they can purchase

Government stock, exchequer bills, and railway bonds, just as

they please. But, as we have stated, it is not prudent in a

banker to invest the temporary increase of his deposit,s in this
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way, as, when the deposits are withdrawn, he may have to sell

these securities at a lower price, and thus sustain loss. There

are other classes of investments for which the bank is, to a

certain extent, dependent on other parties ; such, for example,

as the discounting of bills and the granting of loans. The bank

directors cannot invest their money in these ways unless there

are parties willing to receive it. Now, while a portion of the

notes issued against gold and silver bullion are lodged with the

bank in the form of deposits, another portion, and sometimes

the largest portion, do not go into the bank, but are circulated

among the public, and soon find their way into the hands of

bankers, bill-brokers, and money-dealers, who from the abun-

dance of money, will discount bills and grant short loans at a

lower rate of interest than the bank. The bank wiU, therefore,

have no farther applications. When her bills and loans fall

due, they will be paid, and the amount will go to increase her

reserve. Thus it appears that the notes which, in a favourable

course of the foreign exchanges, are issued against gold and

silver bullion, will tend in two ways to increase the bank

reserve; first, by increasing her deposits, and secondly, by

diminishing her securities. This will account for the large

amount of the reserve. The rule laid down by the directors is,

that the reserve should be about one-third the amount of the

deposits.

Having given these explanations, we shall now proceed to

notice the operations of the banking department of the Bank
of England after its separation from the issuing department by

the Act of 1844 :—
I. The operations of the Banking Department, from the

passing of the Act in 1844, to September 5, 1845.

The Act came into operation on the 31st of August, 1844,

and almost immediately some important changes were intro-

duced. Up to that date the bank had never discounted at a

lower rate than 4 per cent. This rate, in ordinary times, had

seldom varied, and all bills discounted at the same time were

charged the same rate. But, on the 5th of September, the rate

of discount on bills was reduced from 4 to 2\ per cent., and on

notes to 3 per cent. On the 18th of March, 1845, the bank
introduced the principle of a minimum rate of discount ; fixing

2^ per cent, as the rate on first-rate bills, and charging a higher
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rate on other bills. The object of these changes was to employ
a portion of the reserye in the discount of bills.

This line of conduct was by no means unwarranted by the

practice of "other banking concerns." It is an established

principle in practical banking, that a banker, when he cannot
employ his surplus funds at so high a rate of interest as he
wishes to obtain, should employ those funds at a lower rate,

rather than keep them unemployed in his till. And it is also

an established practice to charge different rates of discount on
different bills, according to the class or character of the bills

—the respectability of the parties—the time they have to run

—

and a variety of other circumstances. In adopting these

regulations, therefore, the directors were only performing the

work assigned to them, of conducting the banking department

"like any other banking concern issuing Bank of England
notes."

These changes gave rise, in the parliamentary committees

of 1847, to some discussion upon the question as to whether

the Bank of England governed the market-rate of interest;

or the market-rate of interest governed the bank-rate ? There

can be but little difference of opinion upon this subject. The
" market-rate " of interest is the rate which bankers and bill-

brokers charge for discounting first-class bills to the public.

When the foreign exchanges are bringing gold into the

country, and notes are issued against this gold, the abundance

of money 'in the hands of the bankers and bill-brokers

causes the market-rate of discount to fall below the bank-

rate. If during this season the bank charges a high rate,

she gets but few bills. On the other hand, when gold is

going out of the country, and money becomes scarce, the

market-rate is higher than the bank-rate. If during this

period the bank charges a low rate, she must soon limit

her discounts, or her reserve will be exhausted. But, though

the bank cannot change the course of the current, she can

give it increased strength. Though she cannot make money
dear when it is cheap, nor cheap when it is dear, yet

when it is cheap she can make it cheaper, and when it is

dear she can make it dearer. Hence, every alteration in

the bank-rate has always an immediate influence on the

market-rate.

Such was the case in September, 1844. The large impor-
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tations of gold had reduced the market-rate of discount to 2^

per cent, while the bank charged 4 per cent. But when the

bank reduced her rate to 2^ per cent, the market-rate went

down to 2, and even to 1^ per cent. To engage actively in

discounting bills was a new feature in the bank management.

In 1832 the then governor stated to the Committee of the

House of Commons, that he thought the bank should be a bank

of circulation and of deposit, and only oceasimiaUy a bank of

discount. But the Act of 1844 placed the bank in a new position,

and led to the adoption of new principles. Formerly the bank

had invested her surplus funds in Government securities. But

when she purchased, the price advanced ; and when she sold,

the price fell. This produced a iluctuation inconvenient to

the public. Often, too, she purchased when the price was high,

and sold when the price was low : and thus sustained loss. It

was therefore deemed preferable to invest a portion of her

reserve in the discount of bills. The sums thus invested would

return as the bills fell due, and the reserve could at any time

be strengthened by checking the discounts.

The directors having determined to invest a portion of their

fimds in discounts, it became necessary to reduce their rate of

interest to nearly the market-rate, or they would have got no

bills.

An eminent London banker, distinguished by his support of

the Act of 1844, says—" If the bank is i.o continue as a large

discounting body (of the expediency of which I entertain con-

siderable doubts), I think it very desirable that its rate of

interest should conform to the real market-value of money."*

The directors seemed to think it necessary that they should in

some way employ their reserve, in order to prevent the too

great accumulation of bank notes in the issue departmentt

We here give no opinion as to the best way of employing the

bank's reserve, but we are quite ready to admit, as the governor

admits in reply to a question, that " the true principles of bank-

ing are, first, that a bank shall never place itself in such a posi-

tion as that it shall be unable to meet its liabilities ; and next,

that it shall employ the whole of its resources at the greatest

profit that it can with reference to prudence, looking to its

reserve." t

In thus coming into competition with the money dealers,

Lords, 1632. f Commons, 3009. % Commons, 3722.
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reducing the rate of interest, exciting a feverish state of feeling

in the public mind, and giving facilities to the formation of

companies for speculative purposes, the bank directors are

accused of having violated their public duties as the bank of

the Government, and thus sacrificed the interests of the nation

to the interests of their proprietors. We shall not meddle with

this question. We have here nothing to do vrith the public

duties of the bank directors. We are considering the banking

department as " any other banking concern." Generally speak-

ing, Providence has so constituted human society that all bank-

ing companies, and all individuals too, will most effectually

promote the public interests when by honourable means they

promote their own. If this is not the case with the Bank of

England, it must have arisen from the acts of the Legislature

;

and the fact—if it be a fact—is presumptive evidence against

the wisdom and the justice of those laws by which she was
placed in that position.

At the close of this period we find that the London discounts

had increased from 113,000^. to 2,365,000?., and the "City

Bonds, &c." had increased from 3,357,000?. to 4,009,000?., owing,

it is presumed, to the pm-chase of railway debentures. The cir-

culation of the issuing departmenthad increased from 28,351,295?.

to 28,953,300?.,* and the minimum rate of interest charged by

the bank was 2^ per cent.

II. The Administration of the Banking Department from

September 6, 1845, to September 5, 1846.

During this period there were three alterations in the mini-

mum rate of interest. On October 16, 1845, it was raised fi'om

24 to 3 per cent. ; on November 6th, to 3J per cent. ; and on

August 17, 1846, it was again reduced to 3 per cent. In fixing

the rate of discount, the directors took into account the amount

of bullion in the issue department, the reserve in the banking

department, and the amount of the discounts. The amount of

bullion virtually regulated the other two ; and thus the interest

was governed by the foreign exchanges. At the same time, the

directors, as practical bankers, would pay the greatest attention

to their reserve, as it was only from this source that any advances

could be made. Hence, sometimes one object of raising the

rate of discount was to diminish the number of applications. It

* See the Eeturns at the end of this Seetioii
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was thought better to protect the reserve by raising the rate

than by positively refusing to discount.

In the beginning of 1846 a circumstance occurred which in-

creased both the deposits and the discounts of the bank, and added

greatly to her profits. The railway companies who were desirous

of obtaining Acts of Parliament to authorize the construction of

their lines, were required to pay into the Bank of England, within

fourteen days after the meeting of Parliament, 10 per cent, on

the estimated amount of their capital—to be returned when

the company had obtained the Act, or when the application had

been rejected. Everybody wondered beforehand how so large a

sum could be paid out of the amount of notes then in circulation.

But the bank acted with the railway deposits as she had been

accustomed to act with the public deposits previous to the pay-

ment of dividends. As fast as the money came in, it was lent

out, and thus a transaction of large magnitude was elFected with-

out much difficulty. This shows the importance of a Govern-

ment bank. Had the deposits been required to be lodged in

the exchequer, and there to remain until reclaimed by the rail-

way companies, the operation could not have been effected.

The bank could have performed it with greater facility previous

to the passing of the Act of 1844. She could then have lent

out her notes lefore the lodgments were required to be made
;

there would have been no previous apprehensions, nor any tight-

ness during the operation.

III. The Administration of the Banking Department from

September 5, 1846, to September 4, 1847.

In September, 1846, the minimum rate of discount was 3 per

cent. On January the 14th, 1847, it was raised to 3J per cent.,

and on the 20th of the same month to 4 per cent. On April

the 8th to 5 per cent., and on the 5th of August to 5J per

cent.

During the whole of this period the foreign exchanges were

unfavourable, and the circulation of the issuing depai-tment

declined from 29,760,870^. to 22,396,845?.* This was attended

by a decline in the reserve of the banking department, and an

increase in the amount of loans and discounts.

The bank directors did not raise their rate of discount above

3 per cent, until the month of January, 1847. For this they

* By deducting 14,000,000?. from this sum, we see the amount of gold and
silver bullion on hand in the issue department.
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have been severely censured by parties who have had the advan-
tage of not being compelled to form any opinion until after the
result was known. The month of April was an important month.
From the deficiency of the harvest, large importations of corn
took place. These imports were paid for in gold, which was
suddenly withdrawn from the issue department, for exportation.

Contemporaneous with this export of gold, the Government
required to borrow 3,500,000?. upon deficiency bills in order to

pay the dividends. Under the old system this might not have
been a matter of much importance, but the case was different

under the Act of 1844. The banking department was rather in

danger of getting into what the Americans call " a fix." To
avoid this " fix," the directors raised the rate of discount to

5 per cent. ; they refused to lend money even upon exchequer
bills ; they limited their discounts ; and they borrowed 1,275,000Z.

on consols. These measures caused a severe pressure on the

money market, but it soon subsided. From this period the
foreign exchanges were favourable to this country.

The operations of this month of April, 1847, liave given rise

to much discussion.

The advocates of the Act of 1844 have pointed to the trans-

actions of this month to prove that the management of the issue

department cannot be safely entrusted to the bank directors.

They say that if the bank had advanced its rate of interest they

might have prevented the unfavourable course of exchange, and
consequently have avoided the pressure which then occurred.

On the other hand, it has been stated that the bank ought to be

guided in its rates of interest by the amount of its reserve

—

that from November, 1846, to April, 1847, the reserve was

above one-third of its deposits, a greater reserve than any other

bank would think it necessary to keep—that the demand for

gold was so sudden, and for so large an amount, that no ordinary

rules could have prevented it ; and even had it been prevented,

it might have been injurious to the country, as it would have

checked the importation of corn, which was then required in

consequence of the deficiency in the harvest. There can be no

doubt that, under the Act of 1844, a sudden exportation of gold

must cause a sudden contraction of the amount of notes in

circulation. This " self-acting machine " acts by jerks, like a

steam-engine without a fly-wheel ; and its advocates look to the

banking department to supply the fly-wheel, and to cause the



2()8 Bank of England.

machine to move smoothly and equably. It may be doubted

whether the banking department has the power of doing this.

But when this is not done the advocates of the Act throw the

blame upon that department. They resemble the court pre-

ceptor, who, when the royal pupil did anything wrong, inflicted

the beating on his fellow-student. If on this occasion the bank

did wrong, it may be feared that it was her court connexion

which led her astray. The Government were then negotiating

a loan of eight millions for the relief of Ireland. And " there

was a feeling in the court that, in the face of the Government

negotiating a loan, it would be an act of want of courtesy to

put up the rate of interest immediately."* In the secret

history of the Bank of England we may possibly iind other

instances of similar faults. But if on the present occasion she

was influenced by such considerations, she did not act "like

any other banking concern."

The events of April, 1847, also lead us to remark that the

London bankers never vary their rate of discount with a view

to regulate the foreign exchanges. If it behoves the banking

department to do this, it has certainly to perform duties which

are not considered to belong to " any other banking concern."

Nor do the London bankers suddenly and abruptly stop dis-

counting for those customers in whom they have confidence.

The frequent occurrence of such suspension of loans and dis-

counts as occiu-red in April, 1847, would form an insuperable

barrier to the banking department ever acquiring that kind of

business which is carried on by the London bankers. No
merchant would like to depend on such a bank for the means of

making his daily payments. We believe, however, that most
mercantile firms that have a discount account with the Bank of

England have another banking account elsewhere, and some
have also accounts with the large bill-brokers.

The pressure that existed in April, 1847, has been attributed

to the publication of the amount of the bank's reserve. It was
said, and said truly, that the bank might very prudently
reduce her reserve for a few days below the average amount,
knowing that by bills falling diie, or by other means, she would
soon receive a sum that would replenish her coff"ers. But the
public, seeing only the amount of the reserve, and knowing
nothing of the sums about to be received, might become

* Commons, No. 3001.
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unnecessarily alarmed, and hence, a panic might ensue. Upon
this ground, Bome parties questioned the policy of publishing

the bank accounts in their present form. But the remedy for

this is not to suppress the returns, but to circulate throughout

the community such an amount of knowledge as shall enable

them to judge accurately respecting banking affairs. Other

parties, of a higher class than those we denominate the public,

have fallen into erroneous opinions by a literal adhesion to

these returns. Almost up to the time of the suspension of the

Act of 1844, it was contended by some who " sit in high places
"

that there could be no pressure on the commercial classes, since

there were then more notes in the hands of the public than in

former seasons when no pressure existed. And before the

Parliamentary Committees of 1847 it was stated by the governor

and depjity-governor, that it could make no difference to the

public whether the bank advanced three millions, or any other

sum, to the Grovemment on deficiency bills, or advanced the

same sum in loans and discounts to the commercial classes,

inasmuch as the returns would show that the amount of notes

in circulation would be the same. The events that followed

the suspension of the Act showed the fallacy of these opinions.

It was shown that the amount of notes in the hands of the

public is not of itself a certain criterion by which to judge of the

amount of banking facilities enjoyed by the commercial classes.

IV. The Administration of the Banking Department from

September, 1847, to September, 1848.

During this period the minimum rate of interest was advanced

from 5^ to 6 per cent, on the 23rd of September ; to 8 per

cent., by authority of the Govei'nment letter, on the 25th of

October. It was reduced to 7 per cent, on the 22nd of Novem-

ber ; to 6 per cent, on the 2nd of December ; to 5 per cent, on

the 23rd of December ; to 4 per cent, on the 27th of January,

1848 ; and to 3J per cent, on the 16th of June.

At the commencement of this period a great number of

commercial houses failed, not only in London, but also in

Liverpool and Glasgow, and other large places. The following

is the account given by the Governor of the bank to the

Committee of the House of Lords :

—

"An -unprecedented large importation of food, caused by a deficient

harvest, required in payment the export of a large amount of bullion, to

the extent of about 7,500,000^., from the coffers of the bank, and probably
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not less than 1,500,000Z. from other sources—together, 9,000,000?. From

this great reduction in the available capital of the country, in addition to

the still larger amount invested in railway expenditure, acting suddenly

iipon a previous high state of credit and excessive speculation, arose the

pressure in the money market. There was an abstraction of 7,500,000?.

from the bullion held by the bank, and consequently a diminution in the

notes to that extent."*

During this period the bank acted with great liberality. The

following is a list of the advances made between the 15th of

September and the 15th of November :—

" 1. The Bank of England being applied to by a very lai'ge firm in

London, who had at that time habilities to the extent of several millions

sterling, advanced 150,000?. on the security of debentures to that amount
of the Governor and Company of the Copper Miners in England, and
thereby prevented them from stopping payment ; it was distinctly under-

stood that the operation was for that purpose. 2. The bank advanced

50,000?. to a country banker on the security of real property. 3. On the

urgent representations of several parties of the first importance in the

City of London, the bank advanced 120,000?. to the Governor and Company
of the Copper Miners, on the guarantee of approved names, taking at the

same time a mortgage on the Company's property for 270,000?. to cover

this sum, and the amount of 150,000?. debentures before advanced upon

;

it was stated that the stoppage of this company would have thro-\vn 10,000

people out of employment. 4. The bank advanced 300,000?. to the Eoyal

Bank of Liverpool, on the security of bills of exchange, over and above

their usual discounts to this bank; this advance unfortunately proved

inadequate, and the Eoyal Bank, having no more security to offer, stopped

payment. 5. The bank assisted another joint-stock bank in the countiy

with 100,000?., on the security of bills of exchange, over and above usual

discounts. 6. The bank advanced 130,000?. on real property to a large

mercantile house in London. 7. The bank advanced 50,000?. to another

mercantile house on the guarantee of approved names. 8. The bank
advanced 50,000?. to a joint-stock issuing bank on bills of exchange, and
agreed to open a discount account with the said, bank, on condition that it

should withdraw its issues, but the joint-stock bank stopped payment
before the arrangement could be completed. 9. The bank advanced
15,000?. on real property to a large establishment in London. 10. The
bank assisted, and prevented from failing, a large establishment in Liver-
pool, by forbearing to enforce payment of upwards of 100,000?. of their

acceptances, and engaging to give further aid if required. 11. The bank
assisted a very large joint-stock bank in the country with advances on
loans on bills of exchange to the extent of about 800,000?., over and above
usual discounts. 12. The bank advanced 100,000?. to a country banker
on real property. 13. The bank advanced a joint-stock bank in the
country 200,000?. on the security of local bills, besides discounting 60,000?.

of London bills. 14 The bank assisted another joint-stock bank in the

* Lords, 12.
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country with an advance of 100,000 Z. on local and London bills. 15. The
bank advanced 100,0002. to a large mercantile house in London, on
approved personal security. 16. The bank assisted a large house at

Manchester to resume payment, by an advance of 4O,O00Z. on approved
personal security. 17. The bank advanced 30,0002. to a country bank on
real property. 18. The bank assisted many other houses, both in town
and country, by advances of smaller sums on securities, not admitted by
the bank under ordinary circumstances ; nor did the bank, during the

period in question, reject at their London establishment any one bill

offered for discount, except on the ground of insufficient security."*

Some of these advances were not made till after the appear-

ance of the Government letter on the 25th of October. Up to

that date the efforts of the bank were inadequate to allay the

pressure, while they largely reduced the bank's reserve. On
Saturday, the 23rd of October, a deputation from the London
bankers waited on the Government, who then determined to

suspend the Act of 1844 ; and on the same day gave intimation

of their intention to the Bank of England. On Monday morn-

ing a letter appeared from Lord John Russell and the Chan-

cellor of the Exchequer authorizing the directors of the Bank
of England to enlarge their discounts and advances, and pro-

mising that if by so doing the existing law should be infringed,

the Government would apply to the Legislature for a bill of

indemnity. The letter suggested that these advances should

not be made at a lower interest than 8 per cent. The effect of

this letter was immediate. Confidence was restored, the hoarded

notes were brought into circulation, and discounts were every-

where readily obtained. From these causes no infringement of

the Act took 'place.

The state of the bank reserve at the date of the suspension

of this Act occupied the attention of the Parliamentary Com-

mittees. On Saturday, the 23rd of October, the notes on hand

amounted to 1,547,270Z., and the coin to 447,246^. This, it

should be remembered, was the amount at the London office

and at the thirteen branches put together. At the same time

the public deposits were 4,766,000?., and the private deposits

8,581,000?., of which 1,615,000?. belonged to the London

bankers. The questions put to the governor on this subject

seemed designed to show that the bank, so far from being able

to assist others, was not ia a condition to meet her own engage-

ments. But the governor contended that the amount of the

* Commons, 2645.
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reserve should have been taken on the Friday night, before

they were acquainted with the intention of the Government to

issue their letter. The reserve then was 2,376,000Z. The
directors had from 2,000,000Z. to 2,500,000?. of stock which

they could have sold, and a large amount of the bills they held

fell due in the following week. From these sources they would

easily have increased their reserve. On the other hand, some
of the witnesses declared that no large amount of stock could

have been sold, and that, had a run taken place on the London
bankers, such as that which had taken place on the banks at

Newcastle, the bankers' deposits must have been withdrawn, and
the Bank of England itself might have been placed in

jeopardy.

As we have considered in a previous Section the operation of

the Act of 1844, it is not necessary to pursue this subject any
farther. After the Government letter was issued, the bank
still continued to make advances with caution, and, with the

view of not infringing the Act, they borrowed money on the

Stock Exchange at 7 per cent., though they had the unlimited

power of issuing notes.

Soon afterwards the gold began to return, and money be-

came abundant. From the high rate of interest, the amount
imported was large ; and from trade having been paralyzed by
the pressure, the demand for it was very small. As the gold

increased, the bank rate of interest was reduced. By September

2nd, 1848, the circulation of the currency department amounted

to 26,883,505?., and the bank reserve to 9,410,952?.

To show the further progress of the bank since September,

1848, we have added the Eeturns for the week ending the 2nd

of February, 1849, premising that since the year 1849 the

Administration of the Bank of England has been influenced by

the importations of gold from California and Australia. We
shall here merely state the amounts of gold and silver on hand
in. the first week in September, in the years that have transpired

since 1848, and the minimum rates of interest charged by the

Bank of England at those respective periods.



Bank of England. 273

Date.



274 Bank of England.

00 a

r/>



Bank of England, 275

•a



276 Bank of England.

We have thus taken a review of the first four years of the

proceedings of the Banking Department of the Bank of

England. Whatever may ,be the fntnre operations of that

department, this portion of its history will always be inte-

resting. This period is remarkable also as containing one of

those monetary cycles to which we must always be liable as

long as our currency is regulated by the Act of 1844. Each

year has a peculiar character. The first commenced at a

period of full currency—money was abundant and cheap, the

minimum of the bank rate being 2i per cent. In the second

year the exchanges fluctuated, and the rate of interest fluctuated

also. During the whole of the third, the exchanges were unfa-

vourable—gold was exported, and the rate of interest advanced.

At the commencement of the fourth year came the pressure

;

then a favourable course of exchange brought back the gold, the

rate of interest was reduced, and again money became abundant.

This period is moreover important as an indication of the

principles on which the banking department will hereafter be

governed. The governor and deputy-governor were examined

before the parliamentary committees in March, 1848. They

stated that they approved of the reduction of interest in

September, 1844; but they expressed regret that the bank

had not advanced the rate of interest in November, 1846, and

that they suffered the reserve to fall so low in October, 1847.

Should these sentiments be acted upon in future, we may expect

that the " banking department " will reduce its rate of interest as

heretofore ; but when money becomes scarce, it will advance its

rate at an earlier period, and be less liberal in making advances.

The following question was put to the governor by a member

of the Committee of the House of Commons:—"You have

described as part of the operation of the Act of 1844, that yon

were during the year 1847 obliged to lend consols instead of

notes, on account of the limit prescribed by the Act,—that you

borrowed on consols in April,—that you were obliged to raise

the rate of interest to 9 per cent.,—that you refused loans on

exchequer bills,—that there was a, pressure in April, and a

panic in October,—and that Government were obliged to

interpose by a letter, in order to protect the public from the

restrictive effects of the Act—Do you call that a satisfactory

history of any system ?" *

* (commons, 3450.
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We must, however, distinguish between " the system " as

established by the Act of Parliament, and the administration of

the banking department in consequence of the establishment of

that system. We have given in the preceding section our

opinion of the system. But the Administration of the Banking

Department of the Bank of England under the system has, in

our sober judgment, been distinguished by a high degree of

both wisdom and liberality.

The administration of the banking department since Sep-

tember, 1848, does not call for any particular remark. We
had the usual indications of the first stage after a panic. The

bullion in the issue department increased from 12,883,505/1. to

14,330,845^. ; the notes in reserve from 8,784,795Z. to 9,553,460Z.

Money had been abundant, and the rate of interest low. On

the 2nd of November, 1848, the bank reduced the minimum

rate of discount to 3 per cent. This would probably have been

done at an earlier period but for the political aspect of the

Continent. The same reason possibly induced the directors to

maintain the same interest to February, 1849, although this

appears to be an abandonment of the principle adopted in the

year 1844.

SECTION X.

THE PANICS OF 1857 AND OF 1866.

Mk. Gilbaet's estimate, in the preceding section, of the effects

of the Bank Charter Act of 1844, in producmg that singularly

similar sequence of variations in the rate of interest " to which

we. must always be liable as long as our currency is regulated

by the Act," has been amply verified by subsequent experience.

Nor are these fluctuations of rise and fall in the bank rate more

marked in the regularity of their fitfulness, than is the recur-

rence of those far more momentous periodic changes in the

money market which entail misery upon thousands of happy

households, and even bring nations themselves to the verge of

bankruptcy.

There is a general impression that panics recur at regular inter-

vals of about ten years each ; nor can this be wondered at, seeing

that the years 1825, 1837, 1847, 1857, and 1866 have, from
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various causes, been marked by the catastrophes so named.

Judging by this recurrence of disasters at an apparently fixed

period, it certainly seems as if there were a cycle, and this of

but short duration, fated to bring in its train ruin to the mone-

tary world and to millions outside of it. Going further back than

the earliest years named above, we find no such fatal sequences

;

and when we take into consideration that, together with the

immense development within the last few years of trade and com-

merce, there has grown up along with it not alone a wholesome

feeling of caution, the fruit of bitter experience, but a fuller and

wider knowledge as well of the invariable laws which prevail

no less in the financial than in the physical world, one cannot

but hope that the monetary whirlwinds called panics will even-

tually have their course defined as accurately, and the means of

escape from their destructive force as distinctly known, as are

those of the fiercest storm-winds. The dominant causes of

the panics of the years specified, and their distinguishing cha-

racters, differ in some essential particulars. In one feature,

indeed, they are all alike—the unreasoning fear which heralds,

accompanies, follows, always accelerates, and sometimes produces

these devastating tornadoes.

The presumed derivation of the word attests its significance.

Causeless dread occasioned by the voices of mountain or of

forest, which were ascribed to " the great god, Pan," became fos-

silized in the word " Panic ;" or, according to another etymology,

it originated in Pan, a general of Bacchus, putting to ignominious

flight an army (which, outnumbering his own, was preparing to

fall upon him in a rocky valley) by ordering his soldiers to

awaken the surrounding echoes : their shouts reverberating on

all sides, seemed to proceed from an innumerable host, and the

enemy fled in fear. A stampede of horses or of buffaloes in the

prairies of America, the panic which will indifferently seize a dis-

orderly mob' or veteran troops, and a monetary crisis, are " of

imagination all compact"—they paralyse the reason. They
also mournfully resemble each other in another sad particular

;

the misery they bring upon thousands of innocent persons. In

these two points a picture and description of one would serve

for a counterpart of all.

Like the awful panic of 1825, that of 1857 came suddenly
upon the public. A general delusion had prevailed in tlie

former year, countenanced by the speeches from the throne
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on the opening and on the prorogation of Parliament, as well
as by the complacent remarks of members of both Houses, that

the country was about to enjoy an era of unexampled prosperity.

Peru and Mexico were to pour into her lap the fabled wealth of

El Dorado, and the golden sands of Pactolus to be eclipsed by
the treasures which every tide would bring up the Thames.
By the end of the year those fairy visions had disappeared

before stern realities. It was the same in 1857. Families

that had been living in opulence, or revelling in fancied

enjoyment of palaces like Aladdin's, were in a few brief

agonising hours reduced to beggary and plunged in despair

—

their fortunes gone, their hopes dreams. Labour was driven

from its accustomed fields ; commerce laid prostrate ; credit

all but extinct; energy paralysed; fear and distrust in the

ascendant; and enterprise a departed spirit. The gloom was

universal, for thousands in every rank of life were ruined.

In sober truth, the crisis of 1857 fell upon the commercial

world like a thunderbolt. Notwithstanding the extra expendi-

ture entailed by the Crimean war, peace was concluded before

the national resources had been strained beyond the limit their

strength could bear.

" A period of nearly ten years," says an able writer, " uneventful as far

as commercial disaster is concerned, may be passed over in silence, except

to remark that in 1852 consols attained their maximum price since 1737,

namely, lOlf. The beginning of the memorable year, 1857, seemed to

promise a long period of commercial ease, but the outbreak of the mutiny
in India, the consequent suspension of remittances from that quarter, and

the inverse demand for specie, the demand for capital to supply materials

of war to the Government and the East India Company—all those causes

tended to depress the funds. In January they reached 94| ; in November,

they fell to 87^—lower than at any tinie since January, 1856, during the

pressure of the Eussian war."*

Even so late in the year as the month of August, the public

were unapprehensive of the storm soon to ensue, and few or none

foresaw the severity with which it would rage. During the

inquiry which followed, the Governor of the Bank stated :

—

" Things were at this time pretty stationary ; the prospects of harvest

were very good ; there was no apprehension that commerce was otherwise

than sound. There were certain more far-seeing persons who considered

that the great stimulus given by the war expenditure, which had created

a very large consumption of goods imported' from the East and other

* Commercial Panics, by Arthur Locker : Companion to the British Almanac,

1867.



280 Th Panics of 1857 and of 1866.

places, intist now occasion some collapse; and still more those who
obseryed that the merchants, notwithstanding the enhanced prices ot pro-

duce, were nevertheless importing as they had done successfully in the

previous years. But the public generally viewed trade as sound, and were

httle aware that a crisis of any sort was impending, far less that it was so

near at hand."

The crisis of 1847 had been owing chiefly to excessive railway

speculations at home; this of 1857 was mainly due to over-

trading abroad.

About the middle of September, the mails brought disastrous

news from the United States. American railway securities had

fallen nearly 20 per cent. The railway accounts had long been

" cooked," and the too well-known results of the process fol-

lowed—sudden and enormous depreciations of railway stock,

widely-spread distrust, a drain upon the American banks, and

failures shaking commercial credit to its centre. The proximate

cause of this terrible crisis in America was the stoppage of the

Ohio Life and Trust Company ; an establishment which made
advances on financial securities, and which, at the time it stopped

payment, held deposits to the amount of 1,200,OOOZ. Hereupon,

a deliberately planned system of " bearing " operations was put

in movement, which was described in the Times City article of

September 10, 1857, as follows :

—

" There is actually a powerful combination for the avowed purpose of

bringing all the principal undertakings to ruin. A large body of active

persons are known to be associated for the purpose : they influence the

press to work out their views, and are alleged not merely to operate with

a joint capital, but to hold regular meetings, and permanently retain legal

advisers, whose chief vocation, it may be assumed, is to discover points

that may enable the validity of each kind of security to be called in

question, and thus to create universal distrust."

The downfall of the Ohio Land and Trust Company had been
quickly followed by the failure of 150 banks in Pennsylvania,

Maryland, Virginia, and Ehode Island ; and since no less than
eighty millions of American railway stock were computed to be
held in England, a large demand for bullion on American
account set in here. The run for deposits in specie on the New
York banks brought about by the villainous " bearing " organ-
isation noticed above, swelled distrust in America into a panic,

which soon reacted on England. By the middle of October
failures began to be numerous here. Liverpool and Glasgow,
ever necessarily the most sensitive to fluctuations in the
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American markets, exhibited unmistakable indications of the

probable severity of the coming storm. Eumours spread aifectr

ing the Borough Bank of Liverpool * and the Western Bank of

Scotland ; and the alarm in London, where failures were following

in quick succession, rose to its height when, on November 7th,

the great firm of Dennistoun and Co., which had numerous

agencies in America and Australia, stopped payment, with

liabilities of about two millions ; and when, on the morning of

the 9th, news arrived of the failure of the Western Bank of

Scotland for between six and seven millions. Together with

this intelligence came a call for gold from Scotland, a most un-

expected, because unusual and exceptional circumstance, the

predilection of the Scotch for their one-pound note currency, and

the confidence justly reposed in their tried, tested, and proven

system of banking, inclining the Scotch banks to forego keeping

any large metallic reserves. Three hundred thousand sovereigns

were despatched to meet this demaad ; and when, on the 11th of

November, the city was excited by the suspension of Sanderson

and Co., a great discount house, with liabilities to the amount of

upwards of five millions, when further demands for gold came from

Scotland, when large calls followed from Ireland as well, when

tremendous failure succeeded tremendous failure, and the utter

rottenness which had pervaded the commercial world became

apparent, and general bankruptcy seemed imminent—recourse

was had, for the second time, to the panacea—suspension of the

Bank Act of 1844. Government authorized the Bank of

England to exceed the prescribed limit of its issues by discounts

and advances upon approved securities.

This authorization, which was given on the 12th, at once

quieted the public mind ; but there was this notable difference

between the effects of the first suspension of the Act in 1847

and of the present, that whereas in that year the mere notice of

suspension had operated as a charm, and notes to the amount

only of 400,000Z. were actually issued in excess of the statutory

limit,—in 1857 the bank issued, from November 13th to the

end of the month, no less than 6,776,000?. of notes beyond the

limit (14,475,000?.) fixed by the Act.j Nor did the reverses

consequent upon fraudulent financial management and reckless

overtrading end with the allaying of the general panic. Trade

with America had acquired such development here and on the

* Not long afterwards it stopped payment. t Now raised to 15,000,00(M.
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continent, in Germany especially, that failures in the Hanse

Towns and other centres of commerce brought about the down-

fall of many English houses in this connexion, and, superadded,

were stoppages of large firms connected with the Baltic trade

;

among them the Northumberland and Durham Bank for three

millions—so that it was hardly before the close of 1858 that the

collapse of dishonest trading and fictitious credit was complete,

and commercial affairs resumed their legitimate course.

We have said that the crisis came upon the world without

a note of warning, and remarked that the consequences of the

financial earthquake which shook the moneyed institutions of

America to their base, were severely felt on the continent, as

well as in the United Kingdom. In the autumn of 1857

(August 17) the Bank of England entered into a negotiation

with the East India Company to supply a million in specie for

transmission to the East. At this date the bullion was
10,606,000Z., the reserve 6,296,000Z., and the rate of discount 5^
By the 8th of October, the bullion had fallen to 9,751,000Z., the

reserve to 4,931,000?., and discount was raised to 6 per cent.

On the 12th, the rate was raised to 7 per cent., and on the 19th
to 8 per cent. By this time the bullion had sunk to 8,991,000Z.,

and the reserve to 4,115,000Z. At Paris, discount had risen to

7^, and at Hamburgh to 9 per cent. On the 5th of November
the Bank of England raised its rate to the latter figure, and on
the 9th, to 10 per cent. ; whilst the Bank of France raised its

rates to 8, 9, and 10 per cent, for one, two, and three months.

By the 11th, the bullion in the bank was reduced to 6,666,000Z.,

and the reserve to 1,462,OOOZ. So that at this date there was a

decrease, since the middle of August, of about four millions in

the bullion, and of close upon five millions in the reserve. As
soon as the pressure had begun to be felt, a great demand for

gold on American account had set in; and in the interval

between this period and the rise of the crisis to panic height,

large amounts of specie had to be sent to Scotland and Ireland,

whilst the discounts meantime were in proportion to the magni-
tude of the calls for assistance ; on the 12th, they amounted to

2,373,000?. The state to which the bank was reduced on the

evening of this eventful Thursday, when the Act was suspended,

is shown by the startling fact that its total reserve in London
was but 384,144?., and at its branches, only 196,607?. more.

The bankers' balances alone against it on this very evening
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were 5,458,000Z. It is clear, therefore, that but for the suspen-

sion of the Act the bank must have stopped.

We present the views taken at the time, by the more
influential organs of public opinion, of the operation of the

Bank Charter Act, premising that they concurred in approval

of its suspension. The Times observed :

—

" On the merits of this step " (the suspension) " we will say but little.

It may be consistent with the maxims of political economy to regulate the

issue of notes in ordinary times, and thus to check rash speculation and

the embarkation in business of men destitute of capital, while when an

actual dearth of money prevp.ils, the chief banking institution of the

country may be allowed to extend its issue of notes under a public

guarantee. But if such is to be the principle of our monetary system,

the sooner it is embodied into a law the better. If the bank is to extend

its legal issue of notes as often as its rate of discount is necessarily raised

above a certain point, then an Act of Parhament should establish the

practice on sound and intelligible principles. The commercial interests of

the country should not be subjected to a system by which a law is obeyed

as long as obedience is easy, and temporarily swept away as often as

pressure or panic supervenes. The houses which, in 1847 and 1857 have

stopped payment before the relaxation of the law, may well complain that,

while they have been crushed by the operation of the Bank Charter Act,

others not more solvent or of higher standing than themselves have been

saved by the suspension of it."

The Daily News remarked :

—

" This is not the iirst time that England has awoke to find that she has

been slumbering upon an incipient earthquake. We are too sincerely

grateful for the escape of the country from a great danger to entertain any

feeling of animosity towards the party who, whilst acting doubtless to the

best of their judgment, have laboured hard to close the safety-valve ; but

we must tell the supporters of the Bank Charter Act that they brought

the nation, even so recently as yesterday, to the verge of an explosion

which might have shattered the entire financial edifice, and carried deep

distress into thousands of households."

The comments of the City article writer in the Morning

Herald are of a more hesitating and deliberative character :

—

" Whether, by any alteration in the law, commerce might be benefited, is

of course a matter for future consideration. The committee appointed to

investigate this question have not yet brought their labours to a con-

clusion. Under the circumstances, therefore, it would be impossible for

ministers to rush into the other extreme, and attempt, or even appear to

sanction, a permanent alteration of the law."

The Morning Chronicle is more outspoken :

—

" Even a fortnight since, the appearance of the ministerial letter we

publish to-day would have averted many catastrophes, and spared the
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mercantile commtmity a long series of calamities But the question

is everywhere asked, why was the remedy withheld so long ? It might

have been applied in time to save the Western Bank of Scotland, the

City of Glasgow Bank, Messrs. Sanderson, and many other firms of less

note, hut whose suspension will involve thousands in ruin. The delay

has proved most disastrous to all the commercial interests of the

country. ... By the bigoted partisans of the Act of 1844, the violation ot

its restrictive enactments now authorized will be regarded as something

like a mortal sin. . . . The only peril which the partisans of convertibility

anticipate from any relaxation in the Bank issues is that of a ' run for gold.

This was the bugbear of financial theorists during the early decades of the

present century. In truth, the pubhc mind in this country has outgrown

any such suicidal tendency."

The commercial atmosphere having been cleared by the

monetary hurricane of 1857, a period of comparative tran-

quillity ensued. The bank rate of discount was not reduced

below 5 per cent, until the bullion in its vaults exceeded

15,000,000?.; but, generally speaking, its rate was moderate

throughout 1859 and 1860, and, with the exception of a rise to

8 per cent, in 1861, which was but of brief duration, the same

may be observed of that year and of 1862. Owing to the

large issues of paper money by the belligerent governments ot

the North and South, bullion soon disappeared from circulation

in the warring States, and floated hither. Hence money was

plentiful and its price easy. But the advantage was soon more

than counterbalanced by the monetary derangement ensuing

from the absence of the supply of cotton from the Southern

States—itself a consequence of the civil war then and there

raging. The price of this great staple of British manufacture

rapidly rose. Supplies had to be sought from new sources, and

had to be paid for in cash. The drain which then set in, and

the apprehension of over speculation excited by the number of

new companies forming under the Limited Liability Act, which

came into operation at this conjuncture, caused a general

uneasiness. This state of feeling commenced in the fall of

1863. Between this date and the summer of 1864 the fluc-

tuations in the bank rate of discount evidenced the feverish

condition of the country. On one occasion the Bank of

England raised its rate twice in one week, from 5 to 6, and

then to 7 per cent. This was in the winter of 1863 ; and again

in May, 1864, it raised its rate, twice in one week, to 9. In

fact, the rate of discount during this period was continually

oscillating. Similar disturbance of the money market was
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manifested in France; occasioned, primarily, by the American
civil war, and the failure in the supply of cotton. Large

amounts of specie were drawn from the Bank of France, which

raised its rate of discount several times, concurrently with the

Bank of England, and to the same figure.

" Already in March, 1864," writes Mr. Macleod, " the Dumber of new
companies formed under the Limited Liability principle gave great

uneasiness. Up to that time it appeared there were 263 companies

formed, with a nominal capital of 78,135,000^., out of which 27 were banks,

and 15 discount companies. In August, 1864, the long-dated acceptances

of the new financial companies began to press on the market, and lay the

foundation of the crisis of 1866."

On the 20th of June, 1865, the rate of discount reached its

minimum, 3 per cent. From the 3rd of August to the 28th of

September, the minimum rate of discount was 4 per cent. ; on

the 28th of the same month it was raised to 4-^, on the 2nd of

October to 5, on the 5th to 6, and on the 7th to 7 per cent.—

a

rise of 3 per cent, in nine days. In November a drain set in of

gold to Paris, and of silver to the East. The bank raised

its rate in January from 7 to 8. At the same time, the

Bank of France raised its rate from 4 to 5 per cent. ; and this

simultaneous rise seems to have exercised a healthy influence

upon jobbers and speculators. February was a period of intense

perturbation among the holders of miscellaneous securities.

Some large firms engaged in railway contracts suspended

payment. Investments became unmarketable which a few

months before had been eagerly sought after, and the public

scouted concerns which had "floated" readily during the

Limited Liability mania. Suspicion everywhere prevailed,

and all kinds of securities were thrown upon the market at once.

The editor of the Bankers^ Magazine, reviewing the events of

the previous month, pertinently remarked in April, 1866 :

—

" Company winding-up seems likely to become one of our national in-

stitutions. By the mere force of circumstances it has, for nearly all practical

purposes, established a court of its own Many weeks ago. Lord

Eomilly was complaining of the degree to which this particular kind of

business was stopping the way for everything else ; keeping ordinary suitors

waiting, and rendering his court almost unavailable for its proper purpose

of a court of original jurisdiction in Chancery. If thiis complaint were well

founded in the beginning of January, it applies with infinitely greater force

in the middle of March. The process of winnowing company wheat from

company chaff has, during that period, been going on with a regularity

and rapidity entirely unexampled. . . The number of cases in which
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once promising concerns are now going through the Chancery mill is

quite sufficient to show that for many months past there has been

something very rotten in the state of Denmark. Several general

companies for pottery manufacture, ship-building, mining, cork-cutting,

and hotel-keeping have figured in the official list ; and last, but not least,

that gigantic example of directorial mismanagement, the Joint-Stock

Discount Company. . . Only a very slight acquaintance with the require-

ments of the money market was needed to satisfy any one that the creation

of companies demanding a hundred millions of money a year could not

be kept up for ever. Yet there were those who, in the flush of a iiaancial

fever, were ready to maintain this or any other equaOy absurd proposition."

It was the break-up of the Joint-Stock Discount Company,

mentioned in the above extract, which first sounded the tocsin
;

and the alarm-bell pealed more loudly upon the stoppage in

April of Barned's Bank, at Liverpool, with liabilities of three

and a half millions. The sounds became " deeper and deeper

still," and more and more ominous of fright culminating into

universal panic. On the 3rd of May, the bank raised its

discount from 6 per cent., the quotation for the previous month,

to 7 ; on the 8th, to 8 ; on the 9th, to 9 ; and on the 10th

(which brought with it the most disastrous failure that ever

filled the City with panic and dread, the stoppage of the great

house of Overend, Gurney, and Co., for upwards of ten

millions sterling) the rate was raised to 10 per cent. This

momentous news was only known after banking hours ; but

when made public by the papers the next morning, that of

Friday, the 11th, the scene of excitement which then took place

is said to have thrown all previous wild terrors of the kind into

the background ; it was, said the Chancellor of the Exchequer,

next evening in the House, declared by the oldest inhabitants of

the City to have been without a parallel.

"At midday," writes Mr. Patterson, "the panic was at its height.

Lombard Street was actually blocked up by crowds of respectable persons
who thronged the doors of the banks and other establishments. Lothbury,
Bartholomew Lane, and the adjoining streets, were also thronged with
excited knots of people. "While depositors rushed to withdraw their

money, a body of onlookers gathered before each bank or financial esta-

blishment, expecting to see it close its doors. Every one was on the alert

for bad news, and discussed only too freely the dangers which threatened
the various establishments. A list of the shareholders of the fallen firm
of Overend, Gurney, and Co.," published at the high price of one shilling,

was eagerly bought up at 2.5. 6^. The penny papers, in like manner, were
bought at threepence—so great was the eagerness to learn the latest news
or rumours. Consols were unsaleable : no one mistrvisted their value, but
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there was no ciuTency wherewitli to purchase them. The Bank of

England itself would not give loans upon them."*

The following was the aocouut given by the Times, in its im-

pression of May 12, 1866, of this bewildering scene of unreason-

ing fear, immeasurably idle, irreflective curiosity, and bitterly

painful anxiety :

—

" The doors of the most respectable banking houses were besieged,

more, perhaps, by a mob actuated by the strange sympathy which makes
and keeps a mob together, than by creditors of the banks; and throngs,

heaving and tumbling about Lombard Street, made that narrow thorough-

fare impassable. The excitement on all sides was such as has not been

witnessed since the great crisis of 1825, if indeed the memory of the few

survivors who shared that panic can be trusted when they compare it

with the madness of yesterday. Nothing had happened since the day

before to justify such a fear as was everywhere shown. Eumour, how-

ever, like the false woman in the Laureate's legend, ' ran riot amongst

the noblest names,' and left no reputation unassailed. Each man ex-

aggerated the suspicions of his neighbour ; and until a report, at that

time unfounded, was circulated in the afternoon, that the Government

had authorized the bank directors to issue notes to the extent of five

millions beyond the limit imposed by the Bank Charter Act, it seemed as

if the fears and distrust of the commercial world had become boundless."

This ominous day, known in the city annals as " Blaclc

Friday," is thus described in the Revue des Deux Mondes by

M. Wolowski, an eminent writer on banking and finance :

—

" The 11th of May will be long remembered iu London ; it was a day of

distress and terror, and seemed to be the signal of general ruin. No one

was sure of any one else, or of himself, the moment it became known that

the great house had closed its doors. It was by himdreds of millions

that the engagements of that gigantic financial firm, whose fall made the

very ground tremble, were counted. The settlement of a great portion of

the commerce of the world is concentrated in England ; the settlement of

the commerce of England was concentrated in the City ; and the house of

Overend, G-umey, and Co., held one of the foremost places among the

small number of establishments in whose houses is the settlement of the

commerce of the City. For a long time it enjoyed immense credit ; it

disposed of enormous securities; a renown more than European had

multiplied the number of its customers, and augmented the amount of

deposits confided to it. Thus, the fatal Friday which witnessed the

disaster continues to be popularly known as the ' Overend Friday.'

"

Sensational writing has invaded every province of our litera-

ture, and no wonder that the swelling hyperboles of romance

should be used to typify the magnitude of disasters which have

been occasioned by carrying imagination and the ignis fatuus

* Patterson's Science of Finance, p. 233.
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spirit of speculation into the domain which ought by right to

belong to sober calculation alone. Homelier language, how-

ever, even of a familiar and every-day character, is often more

suggestive, more pregnant with meaning, and presents the true

consequences of a momentous event more fully and vividly to

the mind than rounded periods or ornate phrases ; and when we

find it stated in a monthly publication, already quoted, that

" the only word that can give an adequate idea of the extent

of the collapse is the significant word ' Crash,' " we feel the

truth of the assertion, and the thorough comprehensiveness of

the idiomatic word. The writer goes on to say :
" A greater

crash has never taken place in any one week in any country in

the world. Looking at the list of suspensions, it will be seen

that their business ramifications are more than European. More
or less they embrace all the four quarters of the world, and we
have yet to feel the reaction from the effect which the news will

produce as it extends from point to point."

The fever was at its height, the crisis had set in, and, for the

third time, suspension of the Bank Charter Act wrought the

cure. In reply to the questions certain to be asked ia the

House of Commons on emergencies of the kind, the Chancellor

of the Exchequer said :

—

" I stated in the commeiicemerLt of the evening that representations had
been made to me from quarters of the greatest influence and credit with

respect to the extraordinary state of the market, and the distress prevail-

ing in the City to-day. I stated that those representations had come to

me from gentlemen representing in particular the private banks of

London, and I expected that I should shortly have received similar

representations from those connected with the joint-stock banks. Those

representations I have received accordingly, and they were pressed even

more earnestly and urgently than I anticipated. I stated also, at the

time when I had the honour of addressing the House, that the effects of

the day's proceedings, through the Bank of England had not been fully

given to us. Since then we have become acquainted with them, and we
find that the bank, through a desire to extend relief, has raised its loans

and discounts to-day to a sum of something more than 4,000,000Z. The
effect of that large accommodation was to reduce the reserves of the bank
to a sum not very far short of 3,000,000^. of money. Under these circum-
stances, as far as the facts are known, and there being no reason to believe

that any great change has occurred in the state of things, the estimate is

suflficiently accurate for all practical purposes, we find the bank reserves

reduced in a single day from a sum approaching 6,000,000?. to a little

exceeding 3,000,0002. The Government have felt that this is a state of

things which, combined with the public feeling, calls for intervention on
their part. We have taken the opportunity during the evening of con-
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sidering the state of the facts, and the result has been that we have

addressed a letter to the governor and deputy-goyernor of the bank,

substantially the same as was addressed to those high officers ia 1847 and
1857. That is to say, if the bank, proceeding upon its usual prudent rules

of administration, shall find occasion to make such advances from the

issue department as shall exceed the limits allowed by law, we recommend
that they should not hesitate to make that issue, and we undertake to

make immediate application to parliament for its sanction. (Cheers.)

There are other points of detail, but that is the substance of the letter

which shall be iu the hands of the governor and deputy-governor of

the bank to-morrow, and which I earnestly hope may have the effect of

allaying the feeling of uneasiness which prevails in the country, especially

as it does not arise from any general unsoundness in the condition of our

commercial relations, but only from causes of a peculiar and specific

character. In that respect we are able to diuw a favourable distinction

between the present crisis and others in former times ; but there is also

another distinction, and that is the extraordinary rapidity with which the

crisis has come upon us, and which has prevented the adoption of

measures which otherwifie would have been taken for its relief. We have

not, however, hesitated to act, to address ourselves to the subject with

all the means in our power, and we trust that our proceedings will meet

with the approbation of Parliament." (Cheers.)

The foregoing took place on the evening of the 11th ; and on

the 17th the Chancellor was again interrogated as follows :

—

Captain Gridley asked the Chancellor of the Exchequer

—

" "Whether he was aware that the Directors of the Bank of England had

declined to make advances upon the lodgment of Government securities,

on the ground that they ought to be reahsed; and whether he considered

the directors had compUed with the expressed understanding that they,

on getting permission to increase the issue of bank notes, were to afford

accommodation to bankers and merchants."

Mr. Wyld asked the Chancellor of the Exchequer

" If it were true that the Bank of England had refused to make advances

on consols, and had otherwise neglected to give to merchants, bankers,

and others, the accommodation not only implied, but expressed, when they

obtained power to increase their issue of notes."

The Chancellor of the Exchequer :

" It may be convenient that, in answering the questions of the hon.

members, I should combine them together, as they are so nearly akin. In

the first place, I may say that I have not received complaints from any

persons who consider themselves aggrieved by the conduct of the Bank of

England. At the same time, certain rumours have gone abroad, and it is

in respect of those rumours, as embodied in the questions of the hon.

members, that I give my reply. The two points principally raised are these.

Pii'st, whether I am aware that the directors of the Bank of England have

declined to make advances upon the lodgment of Government securities,

on the ground that they ought to be realised ; and, secondly, whether I am
u
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of opinion'that the directors have complied with the express understanding

that they, on getting permission" to increase the issue of bank notes, were

to afford accommodation to bankers and merchants. I think these ques-

tions have been very opportunely put, because they enable me to remove

a misapprehension that has got abroad, and which appears, from all that I

can see, to have taken possession to a certain extent of the public mind.

The misapprehension refers equally to the subject of advances upon bills

and discounting of bills, and to advances upon Government securities. The

best account that can be given of the operations of the Bank of England

with regard to these two great branches of banking, is to state the figures

relating to them, and I think it will be found on referring to them that

the Bank of England has not refused to make advances on Government

securities. These figures are as follows ;—The advances made by the

Bank of England on Government securities on Friday, the day of the

panic, amounted to 919,000^., on Saturday to 747,000Z., and on three sub-

sequent days various amounts, making up the total amount advanced on

these securities, in five days, to 2,874,000Z. (Hear, hear.) Then with

regard to the accommodation of commerce in general, the best measure

that can be given of the manner in which the Bank has exercised its

functions is shown in this—that it has made advances upon bills and

has discounted bills to the extent of 9,350,000^., making a total of advances

and discounts in five days of 12,225,000Z. (Uear, hear). Looking at these

figures, I do not think that a very strong ptima facie case has been made

out of the bank having declined to afford to commerce the accommodation-,

it should have given, but it is only due to the bank that I should point

out certain words in the letter of Government which were expressly

intended to serve as a notice to the world that the Bank of England was

not to be expected, in the then circumstances of diflculty, to depart from

all rules of caution. The conditional promise made in the letter, signed

by the First Minister and myself, was a promise to apply to Parliament for

its sanction, in case it should happen that necessity should require the

bank, for the purpose of making advances and discounting bills, to issue

notes beyond the limit fixed by law, subject to the restriction that the

bank was not to give to everybody everything that was asked, but that it

should be governed by those prudent rules of caution by which it was

generally guided. That was a very important limitation, and it reserved,

I think, entirely, as it was meant to do, the discretion of the gentlemen of

the Bank of England, in whom we have every reason to place confidence.

With regard to the Government securities and other points, the foundation

upon which the rumours rest is of the shghtest possible nature. I cannot

find that there is any possible ground for supposing that any limit was

placed by the bank on its advances on securities, either upon Friday,

the day of the severest pressure, or upon Saturday, which was also a

critical day ; but on Monday, when the panic began to subside, and when
Government securities were brought to the bank for advances, the bank
directors suggested, in various instances, to the holders of those securities,

that it would be better for them to try the open maxket and to realise for

themselves. (Hear, hear.) In consequence of that view—in my opinion,

not an unreasonable one on the part of the directors of the bank—certain

sales of securities were effected. These sales, I believe, were effected by
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one, two, or three persons only ; and whenever representations were made
to the bank that sales could not be made—meaning, I presume thereby,
without serious loss—the bank met all the reasonable demands of the
parties. With respect to other kinds of accommodation, commercial ac-

commodation strictly so called, I have not been able to discover, nor are
the authorities at the bank aware of any other ground for the rumours
existing than the circumstance that applications did arise from one or two
quarters, not for an amount of discount to a given limit, but for an
unlimited amount of discount to be made use of in case necessity should
arise. The directors of the Bank of England did not consider that their

duty compelled them to accede to such demands, and as far as I am
able to judge, I think that, under the circumstances of the times, they
acted wisely in giving no engagement to meet an unlimited amount of

discount. That, I beheve, to be the sole foundation for the rumours
which are abroad. I think the explanation I have given is one which the
House vrill be glad to receive, and I believe that the authentic figures

which I have stated to the House wiU do more than any mere verbal

statement to explain the liberal, yet judicious manner in which the operas

tions of the Bank of England are conducted at critical periods. I hope
the effect of such communications will be that all that hereafter transpires

vrith respect to the state of the bank will tend not to disturb, but further

to compose the public mind. (Cheers.)

Annexed is the correspondence which passed between the

G-overnment and the bank on this momentous occasion :

—

" SiK, '• Bank of England, May 11, 1866.

" We consider it to be our duty to lay before the Government the

facts relating to the extraordinary demands for assistance which have

been made upon the Bank of England to-day, in conseqiuence of the failure

of Messrs. Overend, Gumey, & Co.

"We have advanced to the bankers, bill brokers, and merchants, in

London, during the day, upwards of four millions sterling, upon the

security of Government stock and bills of exchange—an unprecedented

sum to lend in one day, and which, therefore, we supposed would be

sufficient to meet aU their requirements, although the proportion of this

sum which may have been sent to the country must materially affect the

question.

" We commenced this morning with a reserve of 5,727,000/., which has

been drawn upon so largely that we cannot calculate upon having so

much as 3,000,000Z. this evening, making a fair allowance for what may
be remaining at the branches.

" We have not refused any legitimate appUcation for assistance, and

unless the money taken from the bank is entirely withdrawn from circula-

tion, there is no reason to suppose that this reserve is insufficient

" We have the honour to be. Sir,

" Your obedient Servants,

" (Signed) H. L. Holland, Qovernor.

" (Signed) Thob. Newman Hunt, Deputy-Governor.

" The Bight Hon. the Chancellor of the Exchequer, M.P.

&c. &o. &c."

u 2
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'' To the Gmernor and Deputy- Oovernor of tlie Bank of England.

"Downing Street, 11th May, 1866.

" Gentlemen,
'.' "We have the honour to acknowledge the receipt of your letter of

this day to the Chancellor of the Exchequer, in which you state the course

of action at the Bank of England, under the circumstances of sudden

anxiety which have arisen since the stoppage of Messrs. Overend, Gumey,

& Co., Limited, yesterday.

" We learn with regret that the Bank reserve, which stood so recently

as last night at a sum of about five millions and three quarters, has been

reduced in a single day by the liberal answer of the bank to the demands

of commerce during the hours of business, and by its great anxiety to

avert disaster, to little more than half that amount, or a sum (actual for

London and estimated for the branches) not greatly exceeding three

millions.

" The accounts and representations which have reached her Majesty's

Government during the day exhibit the state of things in the city as one

of extraordinary distress and apprehension. Indeed, deputations com-

posed of persons of the greatest weight and influence, and representing

alike the private and joint-stock banks of London, have presented them-

selves in Downing Street, and have urged, with unanimity, and with

earnestness, the necessity of some intervention on the part of the State, to

allay the anxiety which prevails, and which appears to have amounted,

through great part of the day, to absolute panic.

" There are some important points in which the present crisis differs

from those of 1847 and 1857. Those periods were periods of mercantile

distress, but the vital consideration of banking credit does not appear to

have been involved in them, as it is in the present crisis.

" Again, the course of affairs was comparatively slow and measured,

whereas the shock has in this instance arrived with an intense rapidity,

and the opportunity for deliberation is narrowed in proportion. Lastly,

the reserve of the Bank of England has suffered a diminution without

precedent relatively to the time in which it has been brought about, and

in view especially of this circumstance her Majesty's Government cannot

doubt that it is their duty to adopt, without delay, the measures which

seem to them best calculated to compose the pubMc mind, and to arrest

the calamities which may threaten trade and industry. If, then, the

directors of the Bank of England, proceeding upon the prudent rules of

action by which their administration is usually governed, shall find that,

in order to meet the wants of legitimate commerce, it be requisite to

extend their discounts and advances upon approved securities, so as to

require issues of notes beyond the limits fixed by law, her Majesty's

Government recommend that this necessity should be met immediately

upon its occurrence, and in that event they will not fail to make applica-

tion to Parliament for its sanction.

" No such discount or advance, however, should be granted at a rate of

interest less than 10 per cent., and her Majesty's Government reserve it to

themselves to recommend, if they should see fit, the imposition of a higher
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rate. After deduction by the bank of whatever it may consider to be a
fair charge for its risk, expense, and trouble, the profits of these adyanoes
will accrue to the public.

" We have the honour to be, gentlemen,
" Your obedient Servants,

" (Signed) Eussell.

" (Signed) W. E. Gladstone."

The official correspondence is completed by the following

letter and accompanying resolutions :

—

" To the Bight Eon. Earl Bussell and tlie Right Hon. W. E. Qladstone, M.P.

" Bank of England, May 12.

"My Lobd and Sir,

" Having laid before the court of directors the letter received from

you yesterday with respect to a further issue of notes, if necessary, beyond
the limit aflSxedby the Act of 1844, we have now the honour to enclose a

copy of the resolutions of the court thereupon.
" We have the honour to be, my Lord and Sir,

" Your most obedient servants,

" H. L. Holland, Ooverno-r.

"Thos, N. Hdnt, Deputy-Qovernor."

" (JJopy of Resolutions Enclosed^

" At a court of Directors of the bank, on Saturday the 12th of May,

1866. ,

"Resolved,—That the governors be requested to inform the First

Lord of the Treasury and the Chancellor of the Exchequer that the

court is prepared to act in conformity with the letter addressed to them
yesterday.

"Resolved,—That the minimum rate of discount on bills not having

more than ninety-five days to run be raised from 9 to 10 per cent.

" Hammond Chxjbb, Secretary."

The announcement of the third Suspension of the Bank

Charter Act of 1844, for the third time operated like a charm.

Mr. Macleod winds up his account of the crisis as follows :

—

" The bank raised its rate to 10 per cent., and everything was calmed

down ; and subsequently to this some other stoppages took place, yet the

knowledge that the bank had power to make advances on good securities

abated the panic. . . . The sum that was paid away during the panic can

probably never be known, but it was something perfectly fabulous. It

has been said, though, of course we know not on what authority, that one

great bank alone paid away 2,000,000?. in six hours."

Mr. Patterson observes :

—

"It was midnight before the announcement was made. In the
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interview which the deputation from the banks had with the Chancellor

of the Exchequer, the necessity of suspending the Act was urged upon the

Grovernment by all present, except the representative of the Bank of

England. This was mere bravado on the part of the Bank. The other

banks could have shut it up at once, simply by withdrawing the reserves

which they keep at the Bank. Indeed, one of the representatives of the

joint-stock banks is reported to have said plainly, addressing the Bank's

representative, ' I can draw a couple of cheques to-morrow morning which

will shut you up at once.' The Bank Directors knew this quite well ; but

they knew also that they could indulge in bravado safely, as it was

perfectly certain that the Bank Act must be suspended. . . . The effect of

the announcement of the suspension of the Bank Act was so salutary that

next day (Saturday) it was generally thought that the crisis was at an

end. But, as became visible in a day or two, the crisis was not at an end

—the panic revived. Large commercial failures began, imperilling the

banks which held the bills of the fallen merchants; the 'bearing'

operations went on ; a run for deposits was kept up on several of the

banks. It was impossible for these establishments to convert their

securities into bank-notes in sufficient amount to meet the run upon
them. After paying out 50 per cent, of its deposits in cash, the Bank of

London (a substantially solvent estabhshment) had to stop; as almost

every bank in like circumstances must do. When the Bank of London
stopped, the Consolidated Bank came to the rescue. . . . But as the

Consolidated Bank did not engage to take over the ' acceptances ' of the

Bank of London, the legality of the arrangements between the two banks

was challenged, and the Consolidated Bank was threatened with a suit in

Chancery In these circumstances, the Consolidated Bank was

unable to meet the run upon it ; and after paying out a large sum to the

depositors of the Bank of London as well as its own during a struggle of

three days, it closed its doors. After a still longer struggle—and mainly

in consequence of a lying telegram sent from this country to Bombay,
aimouncing its failure—the Agra and Masterman's Bank was Mkevnse

compelled to suspend payment.
" Contemplate the magnitude of the disaster. Overend, Gurney, and

Co., the oldest and most powerful discount-house in the kingdom—the

English Joint-Stock Bank, which fell because a large portion of its deposits

was locked up in the stoppage of Overend and Co.—the Imperial Mercantile

Credit Company, the European Bank, the Bank of London, the Con-

solidated Bank, and the Agra and Masterman's, with its wide-spread

connections, were wrecked during that terrible season of panic. All three

—the Bank of London, the Consolidated Bank, and the Agra and

Masterman's—were perfectly solvent establishments ; and the two latter

subsequently resumed business. Their suspension (which was only

momentary in the case of the Consolidated Bank) was caused not by a

want of assets, but from the impossibility of converting their assets into

currency (Bank of England notes), in order to meet the unusual demand
upon them." *

* Patterson's Science of Finance, pp. 237-239.
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The several panics that have occurred have originated, or are

supposed to have originated, in as many distinct causes. Thus,

the panic of 1825 has been ascribed to anticipated profits on

working foreign mines ; that of 1836 chiefly to the rapid

extension of joint-stock banks ; that of 1847 to excessive

railway undertakings ; that of 1857 to reckless over-trading
;

and the last, that of 1866 (mainly due to a mistaken estimate of

the advantages of the Limited Liability Act, which led to the

too rapid formation of financial companies), has been styled a
" banking panic." But, although it be true that each crisis of

the kind is in large part produced by a distinct proximate

cause, yet the primary cause of each and all is inordinate

speculation begotten of the lust of gold. Men are in haste to

be rich. This is no new thing. It has been observable in all

times, and in all countries. But the fact is more, patent now
than ever. Men live, as they journey, at railroad pace. So

long as appearances can be kept up, they " lay the flattering

unction to their souls " that some lucky hit will make all right.

Honesty gives place to expediency. Shifts, evasions, trickery,

undermine the moral sense, and grow into confirmed habits.

The shams of private life are tiansported into men's public

business. To seem is to be. Existence is undervalued unless

men can " grow to what they seem " as respects wealth, that is

;

or, at least, can manage to make their " Brummagem lacquer
"

look like gold. Hence petty frauds develope into gigantic

swindles. Covetousness—a maddening desire to bound at once,

say, from competence to riches—hurries the flies into the

meshes cunningly woven for them, and the weak become the

victims.

The disclosures elicited by the Select Committee of the

House of Commons (appointed, after the panic of 1857, to

inquire into the operation of the Bank Act of 1844), and

published in their Eeport issued the succeeding year, show, so

instructively, the mechanism of the "bubble-blowing," whose

brilliant but evanescent colours dazzle and bewilder the public

eye so as to cheat the multitude into a belief of the airy

nothings being globes of solid metal, that we quote largely

from its warning pages. It is to be regretted that a like

inquiry was not instituted after the panic of 1866. Eevelations

of even more startling character would, most probably, have

been the result. The exposure of the machinery of commercial
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fraud, of banking incapacity, and of general gullibility which

we proceed to extract, will, however, apply, mutatis mutandis,

to every monetary crisis yet recorded; and affords far too

valuable a lesson to be omitted. The Committee, then, report

as follows :

—

"The first occurrence in this country which caused alarm, was the

failm-e of the House of Macdonald and Co., of Glasgow and London, which

took place in October, and was accompanied by the failures of Monteith

and Co., and Wallace and Co., of Glasgow. The house of Macdonald
employed a great many work-people in sewing muslin goods for the home
trade, and for the American market, and this they carried on to a very

large extent. They had been in fair credit till very nearly the time of

their failure, but shortly before that period, they are described as having

given out that they had changed their mode of doing business, for the

purpose of embracing a wider field. This, however, is represented as

having been a deception, intended to cover a system to which they liad

recourse of drawing fictitious hills, and to give to those bills the appearance

of genuine business transactions.

" From the records of the public tribunals, it appears that a very con-

siderable number of persons (one of the partners is said to have admitted

as many as seventy-five) in London, and other places, were employed by
this firm, for a small commission, to put their names to fictitious bUls,

which were then discounted, a large proportion of them in Glasgow ; and
when the house of Macdonald failed, it was found to be indebted to the

Western Bank £422,000Z."

" For a general review of the failures which occurred in England your

Committee have been indebted to Mr. Coleman and to Mr. Ball, of the

firm of Messrs. Quilter and Ball, both eminent accountants in London.

These gentlemen do not profess to have studied abstruse questions of

currency; they do not represent themselves as particularly con-

versant with the operation of the Act of 1844. They, however, assign

what appears to your committee an adequate cause for the recent com-

mercial crisis. Availing themselves of their experience in 1847, the affairs

of which have now been finally closed, to illustrate the transactions of

1857, which still appear in estimate, and are therefore liable to correction,

they ascribe the calamities of both periods to the same principal cause,

viz., the great abuse of credit, and consequent over-trading. They notice

also this difference between the two periods : many of the houses which
fell in 1847, they say, had once been wealthy, but had long ceased to be
80. Those of 1857 had, with few exceptions, never possessed adequate

capital, but carried on extensive transactions by fictitious credit. In
1847, for example, one house, which had been originally wealthy, failed,

with liabilities amounting, in the whole, to upwards of1,800,000?., of which
not quite 1,000,000Z. were to be paid by other parties, leaving more than
800,0002. the direct liabilities of the house. The capital, as represented in

their books at the time of suspension, was 215,000?., and the assets, accord-

ing to their own valuation, 800,000?., or nearly suflcient to meet the whole
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of their liabilities. Very different, however, was the valuation of the
accountant, who estimated their assets at 185,000?., and even that was
materially diminished in the result. The dividend ultimately paid was only

ninepence in the pound'. This firm, originally merchants, insensibly

advanced their capital to planters in the East Indies, until it became
necessary for them to be planters themselves. They then were compelled
to obtain advances from others, which they accompKshed by the sale and
circulation of -bills in the East Indies upon the house, to a great extent.

Obtaining credit in that manner they postponed their fall many years,

and ultimately fell, paying only ninepence in the pound. In this case, ad-

vances had been made on the credit of the next year's crop. This was an
extreme case, and was connected with peculiar considerations at that time

affecting the price of colonial produce, the principal property of the house.

But Mr. Coleman, from whose evidence these particulars have been taken,

says, that the estates which came under his notice as insolvent in that

year, paid generally very small dividends, not averaging more than is.

" Another example of the same period is described by Mr. Ball as

follows : It was that of a house which failed in 1847 ; they were engaged

very largely as merchants in this country, and they were a house of very

old standing. In the course of their business, they came under advances

to a house in one of the colonies, on the security of the crops to be sent

forward from time to time. The parties to whom those advances were so

made failed to repay them ; that is to say, to recoup the London house

for them ; and eventually the London house was obliged to take upon
themselves the business which was originally conducted by those whom
they accommodated with advances; m other words, the merchant in

London did practically become the planter and the owner of estates.

After he had so become the planter, his position was changed from that

of being a person who made advances, and he himself found it necessary

to obtain advances. Most hkely the course would be this, that the house

on the other side, perhaps the correspondents themselves of the London

house, would draw upon the London house, or draw upon some third

party, and remit to the London house; which bill the London house

would take to its banker and get discounted, and by that process would

be placed in funds to provide from time to time for its own engagements.

The result of which would be to sustain for some time the credit of the

house, after the capital of the house had been exhausted. The effect

would be-to enable them to hold produce in expectation of better prices

;

the longer it was continued, the heavier would be the ultimate loss.

After an interval of ten years, this house has, within the last few months,

paid a final dividend, making a total of Is. lOd. in the pound.

" Mr. Ball is asked,—
"

' Looking back to the experience of the year 1847, were the dividends

that were paid by the insolvent houses generally very small?'—'The

average dividend would be small, so far as I recollect. Here and there

would be a house which would pay in full, or would pay a very large

dividend ; but the general result was, that a small dividend upon the

whole was received by the creditors.'

"
' Looking back now, with your experience, to the results of 1847, is it
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your opinion that if the law had aflforded greater facilities for obtaining

credit at that time for the purpose of sustaining these houses longer,

the result would have been more advantageous to the houses themselves,

or to the community at large ?' ' Knowing what I do of the internal state

of those houses when they did stop, I should say that had they been able

to obtain further credit for a continued period of time, it would only have

had a temporary effect upon their position, and that most of them (of

course I have a reserve of some good cases in my mind), from their in-

ternal condition being worn out, and from the want of real capital in

their concerns, must have failed ultimately, and that the longer the assistance

was continued simply upon their credit, the greater the ultimate loss would be.'

"
' Such is your view of the failures that took place in 1847, speaking

generally ?'—' That is my view.'

"Your Committee have thought it not irrelevant to place on record

these instances, which it was not in the power of their predecessors in

1848 to give, because they furnish an instructive example how readily

misfortunes are at the time attributed by the sufferers, and others sym-

pathising with them, to the operation of statutory enactments, which

misfortunes, upon a full review of all the circumstances attending them,

it is obvious that no wisdom of the legislature, no regulation of the currency

could have prevented.

" Your Committee have before them the particulars of thirty houses

which failed in 1857. The aggregate liabiUty of these houses is 9,080,OOOZ.

of this sum the liabilities which other parties ought to provide for amount
to 5,215.000Z., and the estimated assets, 2,317,<i00il. Besides the failures

which arose from the suspension of American remittances, another class

of failures is disclosed. The nature of these transactions was the system

of open credits which were granted; that is, by granting to persons

abroad liberty to draw upon the house in England to such extent as had
been agreed upon between them ; those drafts were then negotiated upon
the foreign exchanges, and found their way to England, with the under-

standing that they were to be provided for at maturity. They were

principally provided for, not by staple commodities, but by other bills

that were sent to take them up. There was no real basis to the transac-

tion, but the whole affair was a means of raising a temporary command
of capital for the convenience of the individuals concerned, merely a bare

commission hanging upon it ; a banker's commission was aU that the

houses in England got upon those transactions, with the exception of

receiving the consignments probably of goods from certain parties, which
brought them a merchant's commission upon them; but they formed
a very small amount in comparison with the amount of credits which
were granted. One house, at the time of its suspension, was under
obUgation to the world to the extent of about 90O,O0OZ. Its capital at the

last time of taking stock was under 10,000Z. Its business was chiefly the

granting of open credits, i.e., the house permitted itself to be drawn upon
by foreign houses without any remittance previously or contemporaneously
made, but with an engagement that it should be made before the accept-

ance arrived at maturity. In these cases, the inducement to give the

acceptance is a commission varying from i to IJ per cent. The acceptances
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are rendered aTailable by being discounted, as will appear hereafter,

when the affairs of the banks which failed come under our notice.

" The obTious effect of such a system is first, unduly to enhance, and
then, whilst it continues, to sustain the price of commodities. In 1857,

that fMl of prices which, according to Mr. Neave, ' far-seeing people had
anticipated,' actually occurred. Tables have been put in by more than

one of the witnesses, exhibiting an average fall of 20 or 30 per cent., in

many instances much more, upon the comparison of July, 1857, with
January, 1858. It needs no argument to prove what effect such a fall must
have upon houses which had accepted biUs, on the secuxity of produce
consigned, to the extent of one hundred times the amount of their own capital.

" The witness is asked,

—

"
' In the case which you are now describing to the Committee, these

transactions had gone on to the extent of 900,000Z. The real guarantee

was partly produce and partly bills of exchange ; to whatever extent that

produce was depreciated, of course the liability of the firm to failure

would arise, and the capital of that firm, to meet such depreciation of

produce, was about one-hundredth part of the whole of their liabilities ?'

—
' That is so.'

" ' Do you consider that case to be a fair illustration of the recent com-
mercial disasters which have occurred ?'—

' I think it is, though I should

mention that in some cases the proportion of capital possessed was larger

than that which I have mentioned '

" The commercial crisis was very little felt in Ireland until the failure of

some of the banks in England 'and Scotland. The trade of Ireland, with

the exception of that of Belfast, being httle connected with the United

States, did not feel directly the effect of the failures there, but when
failures began to take place at home there was an internal pressure

conseq[uent upon them, which, about the early part of the month of

November, manifested itself severely in a demand for gold by depositors

and holders of notes, and there was a run on the savings banks. The
Bank of Ireland advanced to the banks in Ireland requiring gold to the

extent of about 25O,O00Z. ; and they were obliged to draw from the Bank
of England from 1,000,0000?. to 1,200,000?. besides. Belfast has a large

trade with the United States, as well as a constant intercourse with

Scotland, but there was no alarm until the time of the Scotch Bank
failures. There was then, what had never been known before in Belfast since

the institution of the joint-stoch hanks, a considerable runfor gold in exchange

for their notes. But the amount of gold which they held under the Act of

1845 was a source of strength. The banks appear to be well constituted,

and no serious results ensued
" Your Committee have examined Mr. Joshua Dixon, who in August,

1857, first assumed the post of managing director of the Borough Bank

;

Mr. Fleming, who has been, since July, 1857, assistant manager, manager

or liquidator of the Western Bank of Scotland ; and Mr. Kirkman Hodgson,

a member of the House, and director of the Bank of England, who, being

well acquainted with the trade of Newcastle, went to that town in Novem-

ber, for the purpose of ascertaining how far it was right that the Bank of

England should give assistance to the Northumberland Bank.
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" The state of these three banks at the time of their failure may be

collected from the following summary, viz.

:

" Mr. Joshua Dixon, for many years resident in the United States, and

once a private banker at New Orleans, settled at Lirerpool in 1852, and

soon afterwards became a shareholder and director of the Borough Bank.

This institution was originally a private bank, that of Messrs. Hope, in.

whoso hands it was prosperous, and they retired as wealthy men about

the year 1834. In 1847, however, the Borough Bank was under the

necessity of obtaining assistance from the Bank of England. When
Mr. Dixon became connected with it, he found that the board, which

consisted of twelve directors, chose two managing directx)rs and a chair-

man. The entire management of the bank was amongst the managing
directors and the manager. On the 1st August, 1857, Mr. Dixon himself

became a managing director, and thus describes the state in which he

found the affairs of the bank :—Its position, he says, was that of its

available means being very much reduced, being far smaller than was at

all consistent with the sound and safe position of the bank. Speaking

irrespectively of any general commercial pressure, he tells your Committee
that, from the 1st of August, when his attendance at the bank was daily,

as he became more and more thoroughly acquainted with the position of

individual accounts, and with the whole circumstances of the bank in

proportion as time lapsed, he became more and more convinced that the

position of the bank was one of exceeding danger. "When the commercial
crisis showed itself, of course the danger to the Borough Bank became
imminent, and they made an apphcation to the Bank of England for assist-

ance, some time between the 20th and the 23rd of October. The position,

in general terms, of the bank was, that its assets were all locked up and
unavailable, and that some 600,000Z. or 700,000^. of its assets or claims on
its debtors, which had until a short time previously been considered good,

could not be relied upon, even for ultimate realization. About 3,500,000Z.

bills were at that time in London under the indorsment of the Borough
Bank of Liverpool ; of which from 700,000Z. to 1,000,000?. had no negotiable

validity at all, except the indorsement of the Borough Bank of Liverpool.
" Pending the negotiations with the Bank of England, there appeared in

the Times, of October 27th, an article stating that arrangements had
been made for giving assistance to the Borough Bank ; in consequence of

which a run took place, and the doors of the bank were closed. That run
lasted only two or three hours, but the cash at their command was reduced
to between 15,000?. and 20,000?. ; while their habihties on deposit were in

all 1,200,000?. of which 800,000?. were at call, and the remainder at periods

varying from two to six months. The dividend of this bank, which had
previously been seven per cent., had, at the last meeting, held on 10th
July, 1857, been reduced to five ; a,nd the sum of 165,000?. was, on the

face of the report, acknowledged to have been lost. The total loss, so far

as the witness could estimate it, amounted to 940,000?., being the total

capital of the bank. It is ascribed, not to advances improperly made to

favoured persons, but to want of discretion in the management.
" The Western Bank of Scotland was founded in 1832. In 1834 it was

already in difiSculties, and their correspondents in London dishonoured
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their bills. They applied to the other banks for assistance, and receiyed
it upon certain conditions. In the year 1838 they applied to the Board of

Trade for letters patent, which were refused. At this time the Bank of

Scotland and other banks addressed a memorial to Mr. Poulett Thomson,
alleging the breach of the conditions referred to.

" In 1847 the Western Bank was again in diiBculties, and was assisted

by the Bank of England, receiving an advance of 300,000Z. The then
manager, Mr. Donald Smith, appears to have taken alarm from the

occurrences of 1847 ; and in 1852, when he retired, the bank, though not
in a satisfactory position, stood better than it had stood before since

1847. When it failed on 9th November, 1857, it appeared that the four

insolvent houses of Macdonald, Monteith, Wallace, and Pattison, were

indebted to it in the sum of 1,603,000Z. ; the whole capital of the hank being

only 1,500,000?. One of the conditions of the co-partnery was, ' that if it

shall at any time appear, on balancing the company's books, that a sum
equal to 25Z. per centum on the advanced capital stock of the company
has been lost in prosecution of the business of the company, such loss

shall, ipso facto, and without the necessity of any further procedure,

dissolve and put an end to the company.'
" Mr. Fleming became assistant manager in July, 1857, and at once

examined the affairs. He estimated that even supposing the debts of

these four houses (which had not yet becojie insolvent) were assumed to

be good, there appeared on the face of the books as good assets 573,000?. of

bad debts; and deducting the rest and guarantee fund, which then

amounted to 246,000?., there remained an apparent deficiency or encroach-

ment on the capital of the bank of 327,000?. This of itself nearly

approached the limit which dissolved the partnership and put an end to

the existence of the board ; and of this state of affairs Mr. Fleming believes

that up to that time the directors were in a state of almost entire ignorance.

In 1853, previously to the first meeting of the shareholders after Mr.

Smith's departure, an examination was instituted preparatory to the

annual balance. From a confidential paper, having marks upon it in the

handwriting of the then manager, it appears that a sum of 260,000?. was
reported to liim as irrecoverable on one branch of the assets, which never-

theless appeared as good assets in the pvMished balance sheet. The modes in

which this kind of disguise can be accomplished will perhaps be best

understood by stating the manner in which a debt called ' Scarth's debt,'

comprised in a different branch of the assets, was disposed of That debt

amounted to 120,000?., and it ought to have appeared among the protested

bills. It was, however, divided into four or five open credit accounts,

bearing the names of the acceptors of Scarth's bills. These accounts were

debited with the amount of their respective acceptances, and insurances

were effected on the lives of the debtors to the extent of 75,000?. On
these insurances 33,000?. have since been paid as premiums by the bank

itself. These all now stand as assets in the books. Though this substitu-

tion took place in 1848, yet down to the time when Mr. Flemings exami-

nations began to bring to hght the true state of affairs, the six directors

appear to have regarded these sums as part of the available property of

the shareholders. This being the actual state of the accounts, the dividend
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was raised in 1854 from 7 to 8 per cent., and in 1856 to 9 per cent. Nine

per cent, was the dividend declared in June, 1857, at which date a very

sUght acquaintance with the books must have led to the strongest

suspicion, not to say to the clear conviction, thatfor some time a considerable

portion of the capital had been lost.

" This bank had 101 branches throughout Scotland. It had connections

in America, who were allowed to draw upon it for the mere sake of the

commission. At home it made advances upon 'indents;' or, in other

words, provided the manufacturer with the capital with which yet unmade

cloth was thereafter to be produced. Its discounts, which in 1853 were

14,987,000?., had been increased in 1857 (till 9th November) to 20,691,000Z.

"With what care this business was conducted may appear from the circum-

stances tliat Macdonald^s bills were accepted by 124 different parties ; that

only 37 had been inquired about, and in the case of 21 the reports received

from the correspondents of the bank were unsatisfactory, or positively bad.

Yet the credit given to Macdonald contiaued undiminished. The redis-

counts of the bank in London, which in 1852 had been 407,000?., rose in

1856 to 5,407,000?. The exchanges of notes in Edinburgh have been

always against the Western Bank, and for an average of the last six years

to an extent of not less than 3,000,000?. a year. This circumstance is

accounted for by Mr. Fleming chiefly by reference to the nature of the

transactions with Maodonald's and other houses in accommodation biUs

;

988,000?. were due to the bank from its own shareholders.

"About the end of October the Northumberland and Durham Bank

appUed for assistance to the Bank of England. It was declined, as they

could not give any satisfactory explanation of their real position. They

applied a second time, urging the great perU in which they were placed

by the continued discredit, and by the constant drain of small deposits;

they urged also the fear of disturbances and breach of the peace which

might ensue if they were to fail, they being so largely connected with

collieries and ironworks. Accordingly on Tuesday, 24th November,

Mr. Hodgson went down to Newcastle, and told the directors that he had

been sent down by the Bank of England to examine into their books, and

see whether it was possible to render them such assistance as would

enable them to go on ; but that the first condition of the Bank doing any-

thing was that they should prove themselves solvent. The result was that

Mr. Hodgson found the liabilities, as then stated, amounting to 2,600,000?.,

of which there were 1,350,000?. of deposits, 1,150,000?. accounts current,

and they had rediscounted 1,500,000?., of which they expected that 100,000?.

would come back upon them, and for which they would ultimately be hable,

making altogether 2,600,000?. Their assets were of a very peculiar nature

indeed, the early reahzation of which would be almost impossible. They

held about 1,000,000?. in securities of different kinds. They held in

trade bills, that is to say, small bills on shopkeepers of Newcastle, about

250,000?., bills which were probably good in tiemselves, but which were

not available anywhere out of Newcastle ; they were not bills which could

have been discounted in any other part of the money market. They had

in overdrawn accounts 1,664,000?., without any speciflo securities attached

to them. Of these 1,664,000?., there were 400,000?. which one of tJie
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directors very candidly confessed must be considered as totally bad, and
which ought to have heen written off long before, but which still remained in

the account as good debts. The capital of the concern was 656,000Z.

nominally, but in reality it was considerably less than that ; because in

1847 they had been in trouble, and in order to get out of that trouble they

had made a call of bl. or 101. a share, which was not paid upon some of

the shares, which shares were forfeited, and taken by them into the stock

of their bank, to be reissued should occasion warrant their doing so. The
consequence was that the subscribed capital of the bank was about

600,O0OZ. This statement at once showed that any attempt to help them,

short of taking up the whole concern and liquidating it for them, would

be perfectly useless. It was evident that the whole capital was gone;

and, looking at the character of the securities, Mr. Hodgson came to the

conclusion, not only that the capital was gone, but that the bank was totally

insolvent. Being very mdch struck with the extraordinary loss which

had taken place in the bank, which, when a private bank, he knew to

have been a very flourishing one, he inquired whether there was not some

old sore of which nothing had as yet been said. He was told that there

was one ; there was rather a disinclination to mention what it was, but

he felt it his duty to press it, and they told him they had a very large

debt with the Derwent Iron Company. He inquired the amount of this

debt, and found, much to his astonishment, that it amounted to 750,000Z.,

the capital of the bank being 600,000? For that debt there was a kind

of security, which consisted of 250,000? of what were called Derwent Iron

Company's debentures, which were, however, in reality, nothing but the

promissory notes of the directors, there being very few persons in this

Derwent Iron Company. The bank had also 100,000Z. mortgage on the

plant, and the remaining 400,000?. was totally unsecured. In addition

to this original debt then mentioned of 750,000?., there is now another

charge upon it of 197,000?., resulting from bills which have not been paid,

and which, in order that the Derwent Iron Company might get them

discounted, the bank had endorsed or otherwise guaranteed. These have

now come back, so that the total liability for which the Derwent Iron

Company is indebted to the bank is about 947,000?. ; very nearly 1,000,000?.

' The Derwent Iron Company appears to have been, almost from the time

of the conversion of the bank into a joiat-stock bank, very intimately

connected with it. Mr. Jonathan Eichardson, who was the moving spring

of the whole bank, in fact the person who managed everything, was, though

not a partner in the Derwent Iron, Company, very largely interested in it as

holding the royalties upon the minerals which they worked. It appears

that the concern has been worked, extremely badly; that it has never made

any profits at all, even in the very finest years, for the ironmasters, and it

Ms gone <m absorbing the money of the bank unchecked by the directors.

" Mr. Hodgson says that 1,000,000?. of securities were taken of the most

extraordinary nature for any bank to hold that he ever saw ; that 1,000,000?.

of securities, which was the only tangible asset which they had against

the 2,600,000?. of habilities, consisted of 350,000?. of the Derwent Iron

Company's obligations, 250,000?. being debentures, and 100,000?. mortgage

on the plant. They had besides these, 100,000?. on a building speculation

at Elswick, near Newcastle, which however was not a primary mprtgage,
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there being a mortgage of 20,000^. on that land belonging to Mr. Hodgson

Hinde. They had also another 100,000?. on other building land and houses

in the neighbourhood of Newcastle. They had about 350,000Z. in securities

of -works and manufactures of different sorts, and they had about 50,000Z.

in navigation bonds guaranteed by the railway, but which railway was the

only security to which they could look in any given time to reahse any

sum of money ; that made about 1,000,000?. altogether. The other securities

were absolutely unmarketable. This bank had derived assistance from

the Bank of England in the former crisis, that of 1847. Almost exactly

the same circumstances arose then which arose in 1857, and almost from

the same cause. The bank, however, applied at that time to the agent of

the Bank of England at Newcastle, and he, on his own responsibUity,

made them a very large advance, which carried them through ; he taking

at the same time a very considerable security from them in various

mortgages, pretty much of the character which has been above mentioned,

but better in quality, although not any more banking securities than these;

between 700,000?. and 800,000?. altogether.
"

' The whole of the advance made in 1847 was repaid to the Bank of

England, was it not ? '
—

' Yes. With regard to the late occasion I repre-

sented at the same time that, though the bank could not be assisted,

yet the fact of its faihng, which it would do the moment it was known
that the Bank of England would not help it, would be at that moment
a very serious thiiig for the district, because it was so much oormected

with the collieries and ironworks that it paid every week, either for persons

who had balances with it, or for persons whose bills it discounted, and
thus gave them the money, about 35,000?., on which the wages of 30,000

people were dependent ; and as their pay-day was on the Friday, and the

bank would stop on the Thursday, it was very desirable that something

should be done to prevent the confusion which would arise if there was
no preparation made for that conjuncture. In consequence of that the

Bank of England requested me to go down again that night, with fuU
powers to make arrangements with all persons who might have any
tangible and good security, though, perhaps, not perfectly regular security,

so as to provide them with the means of making their pays on the Eriday.

I went down accordingly, and arranged with almost everybody, or with
everybody, I may say, to make such advances as would enable them to

meet the pays for that week and for the next, should it be necessary. I
also advised the manager of the savings bank to open his bank on Saturday
for payments, though it was not the usual day, and authorised him to

draw upon the Bank of England for any sum of money which he might
require for the purpose of making any payment; but owing to the fact of

the Bank of England thus enabling the proprietors, the coal mines, and the

works, to make their weekly payments, there was no run whatever upon
the savings bank, and everything passed off quite quietly.'

'"Was there any limit to the authority which you had from the Bank
of England to give assistance in Newcastle?'—'No, there was no Hmit, it

was left to my discretion to do what might be necessary. We knew very
well that it could not amount to a sum, under any circumstances, of much
more than from 50,000?. to 70,000?.'

" ' Are there any other particulars connected with the Newcastle Bank
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which yon are able to lay before the cominittee ? '—I wiU, if the committee
wish, give them the actual result of the accounts of the bank when it was
finally wound up in January this year, as compared with those in

November, 1857 : it will show a little difference. In November, 1857, the

liabilities of the bank were 2,600,000Z. ; these consisted of deposits,

1,350,000Z. ; accounts current, 1,150,000Z. ; and estimated liabilities on re-

discounts, 100,0002. In January, when the bank was positively wound up
and the thing ascertained, it appeared that there were of deposits

1,256,0002., in accounts current, 766,0002., and in liabilities on rediscounts,

231,0002. The only great difference was in the accounts current, which

were diminished about 400,0002. This was principally, I believe, from the

fact that many persons who had accounts current haddeposit accounts

also ; they kept two accounts, one of which had a balance in its favour,

and the other was overdrawn ; therefore, one account being set against

the other, it diminished it by so much, and at the same time diminished

the amount of overdrawn accounts ; the assets which were estimated in

November at 2,500,0002. had fallen in January to 2,000,0002. ; and there

was one peculiarity which was, that while the debt of the Derwent Iron

Company was taken as an asset in November at 750,0002., in January

it was taken as an asset at 947,0002., and that it is an asset of a very

doubtful nature ; the position of the hank is much worse in reality than is

shown hy the statement of the figures.

" This disclosure was the result of an examination which lasted about

two hours; yet the hank had declared, at the last half-yearly meeting, a

dividend of seven per cent., making to the shareholders a statement the substance

of which showed a very prosperous state of things. Mr. Hodgson mentions

that he remarked on the fact of their having declared a dividend in June,

when it was admitted that half the capital was lost, and he asked how
they could have done so ; it was stated, in reply, that there were so many

persons who depended entirely for their livelihood on the dividends

received, that they really could not bear to face them without paying any

dividend.
" Each of these three banks had been in peril in 1847, and though by

the assistance of the Bank of England they were enabled to surmount it,

they fell on the next occasion of severe commercial pressure, under cir-

cumstances still more injurious both to their own proprietors and to the

public. Two bill-broking houses in London suspended payment in 1847,

both afterwards resumed business. In 1857 both suspended again. The

liabilities of one house in 1847 were, in round numbers, 2,683,0002.^ with a

capital of 180,0002.; the habiUties of the same house in 1857 were

5,300,0002., the capital much smaller, probably not more than one-fourth of

what it was in 1847. The liabihties of the other firm were between

3,000,0002. and 4,000,0002. at each period of stoppage, with a capital not

exceeding 45,0002.

" These five houses contributed more than any others to the commercial

disaster and discredit of 1857. It is impossible for your committee to

attribute the failure of such estabUshments to any other cause than to

their own inherent unsmndness, the natural, the inevitable result of their own

misconduct.

X
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" Thus we have traced a system under which extensive fictitious credits

have been created by means of accommodation bills and open credits,

great facilities for which have been afforded by the practice of joint stock

country banks discounting such bills, and rediscounting them with the

bill brokers in 'the London market, upon the credit of the bank alone,

without reference to the quality of the bills otherwise. The redisoounter

relies on the belief that if the bank suspend and the bills are not met

at maturity, he will obtain from the Bank of England such immediate

assistance as will save him from the consequences. Thus, Mr. Dixon

states, ' In incidental conversation about the whole affair, one of the bill

brokers made the remark that if it had not been for Sir Robert Peel's Act

the Borough Bank need not have suspended. In reply to that, I said,

that whatever might be the merits of Sir Eobert Peel's Act, for my own
part, I would not have been willing to Kft a finger to assist the Borough

Bank through its difficulties, if the so doing had involved the continuance

of such a wretched system of business as had been practised ; and I said,

if I had only known half as much of the proceedings of the Borough Bank
while I was a director (referring to the time previous to the 1st of August,

when I became a managing director) as you must have known, by seeing

a great many of the bills of the Borough Bank discounted, you would
never have caught me being a shareholder ;' the rejoinder to which was,
' Nor would you have caught me being a shareholder ; it was very

well for me to discount the bUls, but I would not have been a shareholder

either.'

"

The subjoined illustrative table supplies its own com-

mentary :

—

Abstkaot Statbmbnt of the (Estimated) Position of Sixteen Firms who
suspended Payment during the Monetary Crisis of 1857-58.

1
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The foregoing disclosures are as beacon lights to warn
against the dangers of the rocks and shoals and quicksands
which beset the track of modern adventurers in search of the
Golden Fleece. Disclosures of the kind could be multiplied
almost ad infinitum. But, once the gold-fever sets in, it rages
until the moment of the crisis. And what follows then? We
cannot answer the query better than by quoting from her
"History of the Thirty Years' Peace," Miss Martineau's descrip-
tion of the consequences resulting from the terrible panic of
1825 :—

"There are many now living," wrote that talented lady in 1846, "who
remember that year with bitter pain. They saw parents grow white-
haired in a week's time; lovers parted on the eve of marriage; light-

hearted girls sent forth from home as governesses or sempstresses;
governesses, too old for new situations, going actually into the workhouse

;

rural gentry quitting their lands ; and whole families relinquishing every
prospect in life, and standing as bare under the storm as Lear and his

strange comrades upon the heath !"

Must these vicissitudes continue ? A recent writer on the

subject* remarks

—

" If crises must work their will when they arise, how are they to be
prevented in the future? The problem is difiScuIt, yet not absolutely

insoluble. The difficulty lies more in moral than in physical or trade
forces : it is the want of knowledge, and still more of observation and
reflection, which generates real crises Crisis is not merely another
word for poverty. If the diminution of wealth is met by wise curtailment

of speculation even in its legitimate form, property may dwindle, but the
convulsions peculiar to a crisis will not be developed. Then, again, if

farmers never drained except with the surplus of a good harvest, if

manufacturers never built new mills except out of realised profits, if goods
were not produced except under a very strong presumption that they were
in demand, if bankers never lent except upon solid and realisable security,

no crisis would ever desolate the world. Traders and bankers, like sailors,

have a difficult task in predicting the coming weather ; and, like sailors,

they must try to acquire the sailor's eye—the faculty of discerning small

signs and judging their significance accordingly. The vital point is that

they should notice the right things, the causes which are at work in brew-
ing mischief. They must be studied at their origin. The difference

between the inteUigent merchant or banker, and the rminteUigent, lies in

the ability to understand the forces which make deposits and their with-

drawals great or small—in the skill rerum cognoscere causas. This is a
wide study beyond doubt. It is easier, no doubt, to float down the stream

as it runs in the present, to make profits and to let to-morrow take its

chance, or to set up some empirical rule, some high-sounding jargon,

* Mr Bonamy Price, in No. cvi. of the ' North British Keview.' .

X 2
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without stopping to inquire whether it possesses the reality as well as the

look of knowledge. But if men choose to let their actions be guided by

such methods, they must look out for crises—sharp, sudden, and over-

whelming crises. The responsibility weighs heaviest upon banks, not

upon the Bank of England only, as some proclaim, but upon all bankers

collectively. Everything depends on the sagacity and prudence they

bring to bear on the loans they grant. The periodical recurrence of these

convulsions seems to indicate that prudence lasts a year or two after

disaster has punished folly ; care and caution are developed in all

commercial classes ; and the energy and industry of the people restore

the losses inctured. Prosperity follows
;
prudence gradually disappears

;

then heedlessness encourages every kind of enterprise; and again the

thunder and lightning avenge forgotten virtue."

In other words, a cynic may remark on the above, when men
shall become strictly moral and profoundly wise, the financial

cataclysms, called panics, will be things of the past.

Although not expecting mankind to advance to that pitch

of perfection which the writer just quoted seems to consider not

only possible, but essential for the prevention of these catas-

trophes, our faith, as we intimated early in the present chapter,

inclines to the hopeful. The panic of 1866 seems to have sunk

deep into the public mind. Its eifects on the rash spirit of

eager speculation are still felt : indeed, undertakings which may
fairly be called legitimate are looked upon coldly, and are with

difficulty launched. The secrets of the manufacture of companies

by promoters and directors, who, as soon as the market is

" rigged," and shares at a premium, make their fortunes upon the

ruin of the victimised purchasers, are now patent to most ; and

there are few, comparatively speaking, who do not understand

that the holding out the inducement of exorbitant interest

means certain risk to the capital invested, if not its sure loss.

Yet, at this very moment of writing, an event is about to take

place which, whilst it will rejoice every feeling heart, and

gladden the whole civilised world, is already marking a change

in the aspect of monetary affairs, so that what was true of their

state but a few seconds ago, as it were, is quickly becoming a

misrepresentation of the present, and of most questionable

accuracy as respects the future. Peace will, too probably

ban as well as bless. Speculation is already watching its

opportunities with open eyes ; and the prophet is not yet born

who can foretell whether the next decennial cycle will, like the

past, be black with doom, or inaugurate a new, a brighter, and a

more auspicious era.
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SECTION XL

THE ADMINISTKATION OF JOINT-STOCK BANKS, WITH AN
INQUIRY INTO THE CAUSES OP THEIR FAILURES.

The chief points in which a joint-stock bank differs from a
priyate bank are,—the number of its partners—the permanency
of its capital—and the form of its government. A private

bank formerly could not have more than six partners j a joint-

stock bank may have a thousand partners. If a partner in a
private bank die, or become insolvent, his capital is withdrawn
from the bank ; in the case of a partner in a joint-stock bank,

his shares are transferred, and the capital of the bank remains
the same. In a private bank all the partners may attend to its

administration: a joint-stock bank is governed by a board of

directors. The business principles on which these two kinds of

.banks are administered are the same, and the observations of the

preceding sections will equally apply to both. The topics,

therefore, to which we shall in this section more particularly

direct our attention will be those that have a special reference to

the constitution of joint-stock banks. We shall first consider the

principles which should regulate their formation and management,
and then .notice the modifications imposed on new banks by the
" Act to regulate Joint-stock Banks," * passed in 1844. After

the 6th of May, 1844, it was not lawful for any new company
of more than six persons to carry on the trade or business of

bankers in England, unless by virtue of letters patent to be

granted by her Majesty according to the provisions of that Act.

1. All. joint-stock banks have a certain amount of paid-up

capital.

The payment of a certain portion of the capital before the

commencement of business, is a pledge that the project is not a

mere bubble, and this is especially necessary when the pro-

prietors have no further liability. But even with unlimited

liability a certain amount appears to be necessary. The
employment of capital judiciously is sometimes a means of

acquiring business ; and in case of loss there should always be

a sufficient capital to fall back upon without reciuring to the

shareholders.

There is an evil in a bank having too small a capital. In this

* 7 & 8 Vict. cap. 113.
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case, the bank will be but a small bank ; the number of pro-

prietors will be few, and the number of persons eligible to be

chosen directors will be few ; hence there will not be the same

guarantee for good management. If a bank with a small

capital have also a very small business, it had much better

cease as an independent establishment, and become the branch

of a larger bank. If, on the other hand, it has a large business,

with a large circulation, large deposits, and large loans or

discounts, its losses will sometimes be large, and hence the

whole capital may be swept away. It is true, that while it

avoids losses the shareholders will receive large dividends ; but

these large profits had much better be left in the bank as an

addition to its capital than shared among the proprietors in the

foi-m of dividends. There is danger too that the high premium

on those shares may induce many shareholders to sell out and

form other, and perhaps rival establishments.

On the other hand, there is an evil in a bank having too

large a capital. In this case, as the capital cannot be employed

in the business, the directors are under the temptation of

investing it in dead or hazardous securities for the sake of

obtaining a higher rate of interest; perhaps too they may
speculate in the funds, and sustain loss. Hence it is much
better that a bank should commence business with a small

capital, and increase the amount as the business may require.

It is difScult to state in all cases what proportion a capital

ought to bear to the liabilities of a bank. Perhaps the best

criterion we can have is the rate of dividend, provided that

dividend be paid out of the business profits of the company.

When we hear of a bank paying from 15 to 20 per cent, divi-

dend, we may be assured that the capital is too small for the

business. The liabilities of the bank, either in notes or deposits,

must far exceed the amount of its capital. As a general maxim,

the greater the capital the less the dividend. Let the whole

capital be employed at any given rate of interest, say 3 per

cent., then the capital raised by notes or deposit, produces, after

payirig all expenses, a certain sum as profit. Now, it is evident

that if this amount of profit be distributed over a large capital,

it will yield a less rate per cent, than when distributed over a

small capital. Sometimes, however, a large capital may have

increased the rate of dividend, in consequence of having been

the means of acquiring a large increase of business. It may
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have done this in consequence of inspiring the public with
confidence in the bank, and thus inducing them to make
lodgments or circulate its notes; or it may have enabled the
bank to make large advances, and thus gained the support of
wealthy and influential customers.

Although the proportion which the capital of a bank should
bear to its liabilities may vary with different banks, perhaps we
should not go far astray in saying it should never be less than
one-third of its liabilities* I would exclude, however, from
this comparison all liabilities except those arising from notes
and deposits. If the notes and deposits together amount to
more than three times the amount of the paid-up capital, the
bank should call up more capital. It may be said, that the
bank is liable also for its drafts upon its London agents, and for

the payment of those bills which it has endorsed and re-issued :

admitted; but in both these cases, the public have other
securities besides that of the bank.

Presuming that banks are to commence with a moderate
amount of capital, and to increase that amount as the business

increases, the question is suggested, what is the best way of

increasing the capital ? The English banks have followed two
ways of doing this ; one, by a further issue of shares ; and the

other, by further calls upon the existing shareholders. The
capital of all the joint-stock banks in England is divided into

certain portions, called shares ; each proprietor holds a certain

number of these shares, and pays a certain sum upon them.

If he wishes to transfer a portion of his capital he cannot transfer

a half share or a quarter share, but must transfer a whole share,

or a certain number of shares. Thus, if the capital of a bank

be 500,000?. it may be divided into 5,000 shares of 100?. each,

or 50,000 shares of lOZ. each, and a certain proportion of the

amount of each share will be paid up ; and this proportion is

called the real or the paid-up capital. Thus, if one tenth of the

above capital is paid up then, 50,000Z. will be the real or paid-

up capital, and 500,OOOZ. will be called the nominal capital. In

the chartered banks, on the other hand, there is usually no

nominal capital, and the real capital is not divided into shares

or portions, but any fractional sum may be transferred. The

* This is about the proportion in Scotland; but in England, or at least in

London, the capitals of the Joint-stock Banks bear a much less proportion to

their liabilities.
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capital is then called stock. When there is no nominal capital,

nor any way of increasing the amount of the real capital, this is

the best way. But, in the other case, it is more convenient to

have the capital divided into shares.

Some persons have objected altogether to a nominal capital

;

but their objections have been directed more to the misrepre-

sentations that may attend it, than to the thing itself. They

say, "a bank announces that it has a capital of 500,000?.,

whereas few shares are issued, and but a smaU sum is paid on

each share ; hence people are misled, and the bank acquires a

confidence which it does not deserve." The objection here is

against representing the nominal capital to be paid-up capital

;

it does not bear upon the principle of a nominal capital. In

fact, we are misled by words. What is called nominal capital

is nothing more than a further sum, which the directors have

the power of calling up. If this sum had not been called

capital, it would not be objected to, as it could lead to no

misapprehension. But the inquiry simply is, ought the direc-

tors to have the power of calling upon the shareholders for a

further amount of capital beyond that already paid up V Were
they not to have the power, the bank would at its commencement
probably have too large a capital, and after its business had

advanced would have too small a capital. And if the bank by

any unforeseen occurrence became involved, and should have

occasion for further sums to extricate itself from its difficulties,

it could not make any further call upon its shareholders,

although a very small advance might prevent its utter ruin. In

case of a very large capital, such as two or three millions, a

nominal capital may not be necessary, as so large a sum is likely

to be in all cases amply sufficient. But in banks of a second

class, it will always be best to • give the directors the power of

making further calls upon the shareholders.

The second way of increasing the capital of a bank, is by the

issue of new shares. The whole amount of shares to be issued

is fixed in the first instance, and the bank commences as soon

as a certain proportion has been issued. If the bank was not

allowed to commence business until the whole of the shares

were taken, a small amount would be fixed upon, and the bank
would be proportionably weaker. But by beginning with a

small number of shares you have capital enough for your

business, and you acquire more as you proceed. Many persons
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will joiu a bank after it is established who would not take shares
at the commencement. Some shares are therefore reserved for

persons of this description ; and as the shares are more valuable
when the success of the undertaking is no longer doubtful, they
are often given out at a premium, and always a greater degree
of caution is exercised as to the persons to whom they are
distributed.

Some members of the parliamentary committee of 1836
appear to have an objection to shares of a small amount ; they
apprehend that these shares are taken by an inferior class of
persons ; and hence the body of proprietors are less respectable.

But it would appear from the returns, that the general effect of
small shares is, that each shareholder takes a greater number.
Thus in the banks of lOOZ. shares each proprietor has taken upon
an average twenty-eight shares, on which he has paid the sum
of 444Z. In the banks of 20Z. shares, each proprietor has taken
forty-three shares, and paid 359Z. In the banks of 10?. shares,

each proprietor has taken iifty-two shares, and paid 400?. While
in the only bank of 5?. shares, each proprietor has taken 117
shares, and paid 585?. It appears to me that the chief objection

to which small shares are liable is, that they do not admit of a
large amount of nominal capital. The banks of 5?. and 10?.

shares have usually the whole capital paid up, and hence in case

of necessity the directors have no power to call for a further

amount.

11. Joint-stock banks are governed by a board of directors.

" The directors are chosen from among the shareholders at a

general meeting—the pecuniary qualification being that they

hold a stipulated number of shares in the company,
" There are several points of view in which a man becomes

eligible as a director of a bank, independent of his qualification

as the holder of the I'equired number of shares. Indeed, his

qualification as a shareholder, merely, must not be taken into

the account.

" 1. He ought, in the first place, to be a man enjoying public

confidence. Unless he is a man whom the community contem-

plate as deserving of their confidence and esteem, it is not

presumable he can be of much service to the bank, either by his

influence or character. The public are not likely to deposit

their money in an establishment where, they cannot place the

fullest reliance upon the directors ; and, for the same reason,
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parties of respectability will not readily be induced to open

accounts with the bank.

"2. He ought to be a man possessing a knowledge of

commercial business. It is a matter of great importance to the

satisfactory and efficient management of a bank, that those

to whom is entrusted tlie direction of its affairs, be in some

measure conversant with the ordinary affairs of trade. Men
\vho are retired from business are unquestionably the most

eligible, not merely from their business knowledge, but because

they are not apt to be contemplated with that suspicion,

jealousy, and distrust, which tradesmen will sometimes exercise

towards such directors of a bank as are likewise engaged in

trade. But retired men of business are not readily to be had as

directors of a bank, nor are they in most cases disposed to

accept of such an office. Where such is the case, men of high

standing and character, engaged in trade, should be sought

for.

'
3. A bank director should be a man of strict integrity and

uprightness. This is a qualification perfectly indispensable to

the welfare of the bank. He must be above all trafficking; in

the stock of the company, or taking any undue advantage over

the other shareholders through his intimate knowledge of the

state of their affairs as regards the bank. He must never for a

moment forget, that while he is a partner in the concern, and as

an honest man, is bound to conduct it in as faithful and diligent

a manner as he would his own private affairs, that he is at the

same time appointed to a solemn trust, in having the interests

of numerous others, equally interested with himself, under his

management and control. In fact, unless the director of a bank
is a man of strict integrity, he is placed in a position calculated

to be productive of great mischief. He is invested with power

to ruin the fortunes of others, and to inflict much commercial

evil upon the community. Where there is a want of integrity,

there is a want of principle, and the bank must necessarily be

mismanaged.
" 4. A bank director should • be a man of influence and

respectability. He ought to be a man well known and respected

in the district. Such a man is desirable in a variety of ways.

He adds his own personal respectability to the establishment,

and he influences the favour and support of his friends and

acquaintances. His standing in society gives the public confi-
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dence in the establishment with which he is connected—and
they bring their money and business to its support ; the paper

of the bank becomes more readily current in the district, and
the weight of his influence destroys any suspicion of its

stability.

"5. A bank director should be in good pecuniary circum-

stances. It would be a most wholesome regulation, were it

stipulated in all deeds of settlement that no bank director

should be privileged to overdraw his account. The great

facilities which directors enjoyed of raising money from over-

drawing their bank accounts, have, in some instances, resulted

in extensive commercial disasters, and in the total wreck of

large establishments. The temptation to speculations of all

descriptions which such facilities hold out, necessarily increases

the risk of the bank, and induces a less rigid inspection of the

accommodation afforded to other customers. Where those who
are entrusted with the management of the bank forget the

extent and importance of the trust reposed in them, and begin

to enter into unwarrantable speculations with the funds com-

mitted to their care, it is not supposable that they will be

particularly scrupulous as to the general management of the

affairs of others.

"6. A bank director should be one who can bestow some

attention upon the affairs of the establishment. It has ap-

peared in evidence that gentlemen have been appointed, and

have accepted the office of directors of banks, who gave little or

no attention to the affairs : who, in fact, appear to have con-

sidered that the office of director was conferred on and accepted

by them more for the purpose of complying with the letter of

the deed of settlement, which enjoined the appointment of a

certain number of directors, than from any idea of their being

expected, or of its being necessary for them to Imow anything

regarding the management. The consequence of this has been,

that the duties which devolved upon the directors, perhaps

six individuals, were confined to two, or possibly only one, and

the others approving, without suitable knowledge or proper

inquiry, of all their acts, the mass of shareholders, as well as an

extensive commercial circle, have been involved in the dis-

astrous results of mismanagement. It is altogether an anomaly

that any man, or body of men, should have the credit, honour,

and distinction of being managers and directors of a bank, and
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yet not exercise any of the active functions and important

duties that relate thereto. Upon what principle can they

undertake, as by accepting the office they unquestionably do,

to discharge a solemn trust, in faithfully administering the

affairs of a bank, into which they make it no part of their

business to look ? Were the fact not very well known, it

would seem absurd
;
yet it is not the less absurd that it is

known."*

Mr. Taylor, in his " Statesman," makes the following observa-

tions upon the age of members of public boards :

—

" Boards, or other co-operative bodies, should be so formed that youth-

fulness and elderhness may meet in due proportion in their counsels.

If any such body be wholly composed of elderly men, it wiU commonly be

found to be ineflfective, so far as iavention of new courses, and intrepidity

of purpose is required ; and perhaps, also, unequal to any unusual amount
of spontaneous activity. If, on the other hand, it be composed wholly of

young men, its operations will probably be wanting in circumspection

;

and the foresight by which it will be guided wiU be too keenly directed to

the objects of a sanguine expect^ation—too dully to prospects of evil and

counteraction. The respective positions in life of the young and the old

operate to these results not less than their temperaments ; for the young

have their way to make—a reputation to earn—and it is for their interest

to be enterprising, as well as in their nature ; the old have ascertained

their place iu life, and they have, perhaps, a reputation to lose."

The Act of 1844 requires that provision shall be made in the

deed of partnership " for the retirement of at least one-fourth of

the directors yearly, and for preventing the re-election of the

retiring directors for at least twelve months."

III. Joint-stock banks have a principal officer, called a

manager.
" The prudent and satisfactory management of a Joint-stock

bank very materially depends upon the upright and consistent

discharge of those social duties and reciprocal interchanges of

confidence which ought to characterise the directors and
manager.

" The manager, from his experience, and the importance of

the office he fills, is entitled to the kind consideration and
entire confidence of the directors. He is selected by them to

occupy an arduous and highly responsible situation, and ought
to be rewarded not merely with an adequate pecuniary re-

* These observations are taken from the ' Philosophy of Joint-Stock Banklu",'

by G. M. BeU (Longman). I recommend the perusal of this little work to all

directors and managers of joint-stock banks.
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muneration, but with the respect and friendship of the directors,

by whom he should be considered in every respect, so far as

regards the bank, at least upon an equally elevated footing.

Without the confidence aad friendship of the directors, he can

neither take his place at their meetings free from restraint,

discuss with them matters relating to the welfare of the

establishment with composure, nor appear before the customers

with that satisfaction and independence which is required to

the proper discharge of his duties. Having placed him in the

position of manager of the bank, it is their duty always to

contemplate him in that light, to respect and confide in his

opinions and conduct, which in many cases have been formed

by long years of active and arduous employment in the pro-

fession; and to speak well of him among their friends and

acquaintances. In the degree in which the manager is re-

spected, and well spoken of by the directors, will respect and

confidence be extended to him, and consequently to the estab-

lishment, by the public, and a good opinion entertained of their

judgment and discernment in his selection.

" The conduct of the manager ought to be characterised by

great circumspection and uprightness. He ought, unques-

tionably, in every instance, to be chosen for his business

qualifications, and not because he is a rich man, a gentleman,

a man of fashion, or a man with an extensive circle of friends.

To choose him on account of any one of these qualifications,

and not principally from his practical experience of banking,

would be similar to appointing a man to the care and manage-

ment of a steam-engine, who knew nothing of its mechanism,

nor the nature of its operation, but was recommended solely

because he had a taste for travelling; or it would be like

placing a man at the helm to pilot a vessel over quicksands,

and through a reef of rocks, who knew nothing of a seafaring

life, but was fond of contemplating the grandeur of the

elements. The manager of a joint-stock bank ought to be

chosen exclusively for his experience in banking ; other qualifi-

cations are well enough in their own place, but ought never to

be taken into consideration in choosing a person to act as

manager of a bank. In this way a stimulus is given to persons

of talent, who may be looking forward to the reward of a life of

toil and drudgery ; and thus merit is patronised and protected.

In a well-regulated office no one will be promoted over the
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head of another, but a pradent selection being made at the

outset, a system of regular promotion should be uniformly-

practised.

"The manager of a bank may be contemplated in three

important points—in his intercourse with the customers and the

public ; with the directors ; and with the subordinate officers of

a bank. In each of these departments he has important duties

to perform. He must be scrupulously diligent in his attention

to the affairs of the bank, courteous in his interviews with the

public, affable and unreserved in his communications with the

directors, and kind and conciliating towards the subordinates of

the bank, treating them as those who may be one day placed in

a similar situation with himself. The days are now gone past

when a man of business was considered in the light of a

machine—a mere automaton for the purpose of forming figures

and casting up accounts ; but it is still necessary, enlarged as

our views of the powers and capabilities of the human mind are,

in order to the proper management of any business, that it be

carefully attended to. The manager of a joint-stock bank,

being allowed a competent salary, cannot be justified in occu-

pying his time with any other employment which may occasion

his absence from the duties of the bank. But it is not intended

to insinuate that he must be a man of one idea, and restrained

from turning his mental acquirements to his own amusement or

profit. This would be as absurd as it would be unreasonable.

Nor is it meant that a man of business may not be also a man
of great erudition, and it may happen, of literary and scientific

eminence. On the contrary, it cannot be denied that, in the

present day, this is often the case. What is contended for is,

that the bank is entitled to, and ought to have, his close and

chief attention.

" As it is obvious that he cannot manage any other trade or

profession, without sacrificing or delegating more or less the

duties he owes to the bank; it seems also very doubtful whether,

he can be justified in taking a prominent part in public or

political affairs. There are two arguments against his being a

public character : the first is, that he may be drawn away
during the hours of business ; the second, that, by becoming a

,
partisan, he is certain of being more or less obnoxious to a

portion of the inhabitants, and, it may be, of the bank's

customers. A man whose mind is occupied in framing political



Administration of Joint-Stock Banks. 319'

ft

speeches, in promoting political schemes, and whose time is

partially given to political, magisterial, or other meetings,

cannot possibly, from the exciting nature of such subjects, give

that cool, deliberate, and uniform attention to the duties of the

bank vrhich they necessarily require.

" The customers ought always to be treated with civility and

kindness, their business transacted promptly and cheerfully,

and every inquiry regarding their accounts, or any matter of

business, readily and satisfactorily explained. When an ac-

commodation is to be declined, it ought to be done in as polite

and inoffensive a manner as possible—the manner of a refusal

being of paramount moment to the character of a manager.
" The shareholders, being, in other words, the proprietors of

the bank, are to be received with that freedom and confidence

which is due to their character as such, but without com-

promising or revealing to them either the business and accounts

of each other, or of the customers of the bank.

"Next to being secret and cautious, a manager ought to be

prompt and decided in all his measures, free from party

influence, and firm in his purpose. A habit of promptitude

and decision is very essential to the proper regulation of the

business of a bank, and acquired by forethought and circum-

spection. It is, perhaps, a constitutional virtue which cannot

be enjoyed by every one in the same degree, but it is never-

theless a virtue which every one may acquire by proper

attention. Nothing makes a manager look more silly and

contemptible than a hesitating, dubious, and capricious manner.

His answer ought to be prompt and satisfactory ; he should be

sufficiently acquainted with business to say, at once, whether an

act can be done or not, and should appear free from restraint,

and not disposed to alter an opinion when once formed." *

IV. In joint-stock banks the administrative functions are

usually distributed between the directors and the manager.

With reference to both private and joint-stock banks, the

distribution of the administrative functions is a most important

topic of inquiry. By what parties ought these functions to be

exercised ?—We have spoken of " the banker," as though a bank

consisted of only one person, and this one person administered

all the powers and functions of the bank. But few banks

consist of only one person. One class of banks consists of two,

* Bell's ' Philosophy of Joint-stock Banking.'
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three, four, five, six, or more persons, some or all of whom
attend to the practical administration of the bank. Another

class of banks consists of a great many, it may be of several

hundred persons, who appoint some dozen or score of their own

number to administer the bank on their behalf.

But how many soever the number of partners may be in a

bank, the administrative functions are in fact practically exer-

cised by a small number of persons. A private bank may
consist of as many as six or more partners, but it is rarely, we

believe, that so many as six are actually engaged in the

business. When more than one are thus employed their

duties may be distributed according to their seniority or other

circumstances. In ordinary matters there may be a division

of labour, and each partner may preside over a distinct de-

partment of the business. But in all important cases there is

usually one leading partner who practically guides the others.

When a bank has risen speedily to eminence, it has generally

been through the talents of some one man. It does not follow

that this one man did not receive great assistance from the

advice or suggestions of his partners. It is the part of a wise

man to avail himself of the knowledge and wisdom of others

;

and he will often gather much useful information from men far

below himself in general talents. There is, perhaps, more

uniformity, consistency, and energy in the proceedings of a

bank managed by a few partners than by many. On the other

hand, banks have sometimes been ruined by placing too much
power in the hands of one or two of the partners.

In a joint-stock bank, though the number of directors may
be large, the daily exercise of the administrative power is

practically in the hands of a few persons. In some banks this

power is vested solely in the manager ; sometimes in one or

two managing directors ; sometimes in a permanent committee

of two directors and the manager ; and in other cases, in a

changeable committee, on which each member of the board

takes his rota of service for two or three weeks in succession.

In all cases, however, the board of directors lay down the

general principles on which the bank is to be administered

;

reports are made to them at their weekly meeting of the actual

condition of the bank in all its departments, and all very

important matters are reserved for their special consideration,

V. Some joint-stock banks liave many branches.
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When the law existed in England that no bank should have
more than six partners, the branch system scarcely existed. In
some cases, a bank had a branch or two a few miles distant, but
no instance occurred of a bank extending itself throughout a
county or a district. But with joint-stock banking arose the

branch system—the head office was placed in the county town,

and branches were opened in the principal towns and villages

around. The credit of the bank being firmly established, its

notes circulated freely throughout the whole district. The chief

advantages of this system are the following :

—

There is greater security to the public. The security of the

whole bank is attached to the transactions of every branch

;

hence there is greater safety to the public than could be

afforded by a number of separate private banks, or even so

many independent joint-stock banks. These banks could have
but a small number of partners—the paid-up capital and the

pirivate property of the partners must be comparatively small

;

hence the holder of a note issued by one of the independent

joint-stock banks could have a claim only on that bank : but if

that bank, instead of being independent, were a branch of a

large establishment, the holder of a note would have the

security of that large establishment ; hence the branch system

unites together a greater number of persons, and affords a more
ample guarantee.

The branch system provides greater facilities for the trans-

mission of money. The sending of money from one town to

another is greatly facilitated if a branch of the same bank be

established in each of those towns, for all the branches grant

letters of credit upon each other. Otherwise you have to ask

the banker in the town from which the money is sent to give

you a bill upon London, which, is transmitted by post ; or you

request him to advise his London agent to pay the money to

the London agent of the banker who resides in the town to

which the money is remitted. This takes up more time, and

is attended with more expense. A facility of transmitting

money between two places usually facilitates the trade between

those places.

The branch system extends the benefits of banking to small

places where independent banks could not be supported. An
independent bank must have an independent board of directors,

who in most cases will be better paid—the manager must have

Y
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a higher salary, because he has a heavier responsibility, and a

large amount of cash must be kept unemployed in the till,

because there is no neighbouring resource in case of a run.

There must be a paid-up capital, upon which good dividends are

expected ; a large proportion of the funds must be invested in

exchequer bills, or other Government securities, at a low interest,

in order that the bank may be prepared to meet sudden calls

;

and the charge for agencies will also be more. On the other

hand, a branch has seldom need of a board of directors, one or

two being quite sufficient—the manager is not so well paid:

there is no necessity for a large sum in the till, because in case

of necessity the branch has recourse to the head ofSce, or to the

neighbouring branches ; nor is a large portion of its funds

invested in Government securities that yield but little interest,

as the head office takes charge of this, and can manage it at a

less proportional expense. Besides, at some branches, the

manager attends only on market days, or once or twice a week.

The business done on those days would not bear the expense of

an independent establishment.

The branch system provides the means of a due distribution

of capital. Some banks raise more capital than they can

employ, that is, their notes and deposits amount to more than

their loans and discounts. Others employ more capital than

they raise, that is, their loans and discounts amount to more
than their notes and deposits. Banks that have a surplus capital

usually send it to London to be employed by the bill-brokers.

The banks that want capital must either restrict their business,

or send their bills to London to be rediscounted. Now, if two

banks, one having too much, and the other too little capital, be

situated in the same county, they will have no direct intercourse,

and will consequently be of no assistance to each other ; but if

a district bank be established, and these two banks become
branches, then the surplus capital of one branch will be sent to

be employed at the other—thus the whole wealth of the district

is employed within the district, and the practice of rediscount-

ing bills in London will be proportionately diminished.

The branch system secures a better system of management.
The only way to secure good management is to prevent the

formation of small banks. When banks are large, the directors

are men of more wealth and respectability—they can give large

salaries to their officers, and hence can command iirst-rate talent
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—^^there will be a more numerous proprietary ; and in a large

number there will be always some active spirits wlio will be

watchful of the conduct of the directors and the manager;

besides, in a numerous proprietary there is a greater number of

persons eligible to be directors, and consequently there is a wider

choice. In populous cities, such as London or Manchester, a

large bank may be formed without branches ; but in smaller

places there is no way of forming a large bank but by giving it

branches throughout the district. A branch bank in a small

town will probably be better managed than an independent

bank in the same place. The directors and manager of the

branch will be appointed by the directors at the head office,

assisted by the general manager, who are very competent to

judge what qualifications are necessary for these offices, and who

would not be biassed by local partialities. But the directors of

the independent bank would most likely be seK-appointed, or

chosen by the proprietors, because no others could be obtained,

and these directors would appoint some friend of their own to

be manager. The manager of the branch, besides the super-

intendence of the directors, which he has in common with the

manager of the independent bank, will be subject to visits from

the general manager or the inspector ; and he must send weekly

statements of his accounts to the head office. The consciousness

of responsibility will thus secure a more anxious attention to his

duties; and, besides, he will probably be looking forward for

promotion to a higher branch as a reward for his successful

management. These circumstances seem to insure a higher

degree of good management to the branch.

At the same time, it must be admitted that banks with

numerous branches require a proportionate paid-up capital,

and that the capital be kept in a disposable form ; it also

requires vigilant and constant inspection, and a rigid system of

discipline.

A proportionate paid-up capital is necessary, because, in case

of a run, there are a greater number of points of attack : hence

the funds must be divided to meet all these possible attacks

;

for if one branch be overpowered, the whole bank is immediately

exposed to suspicion.

Another danger arises from the incompetency or negligence

of the managers of branches. Among a number of men, it is

not likely that all are clever, and all prudent ; and one case

T 2
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of neglect on the part of one manager may, in times of alarm,

throw discredit on the whole establishment. Besides, there is

sometimes danger even from the zeal of the branch managers.

Each manager is naturally anxious to increase the business of

his own branch ; and he will perhaps find that the miost easy

way of doing this is to extend his loans and discounts. Hence

each manager tries to employ as much capital as he can ; and

the urgent remonstrances he receives from head-quarters,

requiring him to restrict his discounts, are either evaded or

delayed. Thus the bank proceeds until some heavy demand
for money arises at head-quarters, and it is then found that

all the capital of the bank has been absorbed by the branches.

These advances cannot be suddenly recalled, and thus the bank

is ruined.

What number of branches a bank ought to have, and what

distance they ought to be from the head office, have been the

subject of much discussion. No general rules can be given.

The subject may very safely be left to the discretion of the

banks themselves. The banks in Scotland have from seventeen

up to one hundred and fifteen branches. The Provincial Bank
of Ireland, and the National Bank, whose head offices are in

London, have branches spread all over Ireland. I am not aware

that in these cases any danger or inconvenience has been

experienced. When branches are found troublesome or un-

profitable, they will very soon be discontinued. In some
instances, even in Scotland, the branches of the larger banks

have been withdrawn, in consequence of being unable to sustain

a competition with the local banks of the district.

Had the Act of 1826 permitted joint-stock banks of issue

to be established in London, we should probably by this time

have had ten or a dozen banks having their head-quarters in

London, and extending their branches throughout the country.

But as the law prohibited joint-stock banks being established

within sixty-five miles of London, it necessarily gave rise to

banks occupying particular districts in the country. The
advantages which are alleged to belong to the district system
are the following :—That the bank will be better adapted to

the wants and habits of the people—that a local feeling will

be excited in its favour : hence the inhabitants of the district

will take shares, and the occurrence of runs upon the bank will

be less probable—that a better system of management may be
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expected, as it can more easily be governed, and will be more
under control—that a panic in the district will not affect the

other parts of the country, and hence supplies may be more
easily obtained—that banks will be of a moderate size, and
hence will be attended with the advantages arising from
numerous banks acting as checks upon each other, instead of a

few large banks who may combine for objects injurious to the

nation ; and that as each bank will have an agent in London,

the bills they draw will thus have two parties as securities, and
the public will have a pledge that there is no excessive issue

in the form of kites or accommodation bills. On the other

hand, it may be contended, that in Scotland the large metro-

politan banks, which have branches extended throughout the

country, have generally been more successful than the provincial

or district banks—that there is a greater security to the public

for the notes or deposits—that advances are not so likely to be

made to speculative parties merely on account of their local

influence—that the capital raised in one part of the country can

be employed in another—that the transmission of money from

one part of the country to another is more rapid and direct

—

that the establishment of the bank being on a larger scale, you

have a superior class of directors, and can demand the services

of higher talents in those who are employed as officers.

It does not appear that these two systems are necessarily at

variance with each other. County or district banks have no

doubt many advantages, but they do not seem to supersede

banks on a larger scale.

VI. Joint-stock banks have half-yearly meetings of share-

holders, to whom is usually exhibited a balance-sheet showing

the assets and liabilities of the bank.

All banks do not exhibit, a balance-sheet.* The practice is

said to be open to the following objections :

—

1. That it is not a fair criterion by which you can form any

judgment of the real condition of the bank. You might see

that the bank had a certain amount of securities, or had

advanced a certain sum upon loans ; but whether those secu-

rities were available, or whether those loans could suddenly be

called up, are points upon which -the .balance-sheet could give

no information. The Agricultural and Commercial Bank of

* All the Joint-Stock Banks in London do, but it is not tlie practice generally

in the country.
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Ireland published a very -satisfactory balance-sheet a few weeks

only before they stopped payment.

2. It lays the bank open to attacks from its rivals or oppo-

nents. The balance-sheet will show in what way the funds of

the bank are employed, but it will not state the reasons why

they are so employed. The opponents of the bank may attack

every item of the balance-sheet, and the directors may not be

able to repel those attacks without a breach of confidence that

would be injurious to the establishment. Suppose, for instance,

the balance-sheet should show that the' bank had advanced a

few thousand pounds upon mortgage. This might be justly

considered as a departure from the sound principles of banking
;

yet it might in this case be justified by some peculiar circum-

stances, which, nevertheless, the directors could not publish

without serious injury to the parties concerned. The production

of a balance-sheet is advocated upon the ground that it would

enable the shareholders to judge of the ability and prudence of

the directors. But how can they do this without knowing the

reasons by which the directors are influenced in their

decisions ?

3. It causes a great deal of speculation in the shares. The
shareholders and the public would form their opinions of the

bank from the statements in the balance-sheet ; and according

to these opinions the price of the shares would fluctuate in the

market. Suppose it were seen that the bank had invested a

large portion of its funds in Government securities, and it was

known that during the year the price of those securities had

experienced a considerable fall, would not the bank shares

immediately fall too? Again, suppose at the end of a year

like 1836, it should appear that the bank held a considerable

amount of overdue bills, the apprehension of loss would cause

the bank shares to fall ; soon afterwards these bills might be
paid, and then the shares would rise again.—Thus, the publica-

tion of balance-sheets would keep the prices of shares in

perpetual fluctuation, and furnish a most fruitful source of

speculation and gambling.

4. It is perfectly inefficient as a protection against fraud.

The balance-sheet, it seems, is to be a check upon the directors,

and yet the directors themselves are to prepare the balance-

sheet. They must be stupid knaves indeed, if they produce

such a balance-sheet as shall expose their own knavery.
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Besides, the balance-sheet merely shows the state of the bank
on one day in the year. Would it not be easy to put the bank
on that day in such a condition as would give satisfaction to the
shareholders ?

VII. At the annual, or the half-yearly meeting, the directors

announce the amount of the profits and the mode of their

distribution.

The first appropriation of the profits is to pay to the share-

holders a dividend on the capital. But all the profits are not

usually thus appropriated ; a certain portion is generally

retained as a rest, or surplus fund, or, as it is sometimes called,

a guarantee fund. This last title has led to an erroneous

impression with regard to the nature and purposes of this fund.

It is not designed as a guarantee to the depositors for the

amount of their deposits—these are guaranteed by the paid-up

capital and the liability of the shareholders—but as a guarantee

to the shareholders for the uniformity of their dividends.

Should the profits in any one year fall below the sum necessary

to pay the usual dividend, the deficiency may then be taken from

the surplus or guarantee fund. The amount of this fund, there-

fore, will be regulated by the amount of the transactions, and

the consequent danger of loss. But it sometimes happens that,

after paying a liberal dividend, the surplus fund accumulates

far beyond the sum necessary for the above purpose. In this

case a portion of the fund may be employed either in still farther

increasing the dividend, or it may be distributed to the share-

holders in the form of bonuses, or it may be added to the capital.

The course to be adopted must depend upon circumstances.

When the capital is small, it will probably be best to make an

addition from the surplus fund ; but when the capital is

sufficiently large, the best way will be to give an occasional

bonus to the proprietors. This is usually better than increasing

the dividend. For if the dividend be once increased, the same

rate of dividend will always be expected. And it is better not

to make any advance, unless there is good reason to believe that

the same rate will always be maintained.

Those persons are under a mistake who object to a reserved

or surplus fund on the ground that it takes away the profits from

the existing shareholders, and gives them to the future share-

holders. This is not the fact. An existing shareholder who

keeps his shares until the fund is in some way distributed.
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receives oi course his portion of the fund. But an existing

shareholder who sells out his shares before the fund is distri-

buted receives the value of his portion of the fund in the price of

his shares. The amount of the surplus fond will influence the

market value of the shares. In proof of this, we may observe

that after a bank has declared a bonus, the market-price of the

shares usually falls, as in fact, casteris paribus, it ought to do.

We consider it of high importance that a bank should

maintain an ample surplus fund. Without such a fund the

dividends will fluctuate very widely, and sometimes there may
be no dividend at all, even though upon a series of years the

bank may have been very successful. Even if it is known that

a bank has met with losses, its credit is not so much affected

when it has an ample reserved fund to fall back upon. And
besides the ordinary losses in the way of business, a bank will

sometimes, in a season of pressure, be called upon to sustain loss

by the realisation of securities; and it is very convenient to

have a surplus fund sufficiently ample to bear all these

contingencies. Such a fund too has a moral effect in strength-

ening the reputation of the bank in public estimation. It is

regarded as an indication that its affairs are governed by a wise

and prudent administration.

It will assist us in forming a correct judgment as to the

principles on which joint-stock banks ought to be administered,

if we take a view of those banks that have fallen, and notice the

causes to which their failure may be assigned. In investigating

these causes, we shall find that the disasters which have befallen

joint-stock banks have arisen not from any unsoundness in the

principles of joint-stock banking, but purely from mal-adminis-

tration. It was predicted by their opponents that they would
be ruined by the excessive issue of their notes ; but the banks
that have failed have been chiefly those that did not issue notes.

It was stated they would be ruined by carrying on an extensive

business with a small capital ; but among the banks that have
stopped have been some of the largest capital. It was supposed
they would be ruined by unprincipled men getting to be direc-

tors, who, having no property of their own, would care little

about squandering the property of others. But the fallen banks
are cliiefly those which were governed by honourable men ; and
the greatest sufferers have been the directors. Nor can it bf

said that the joint-stock banks have made their losses by
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engaging in speculations unconnected with banking. Private

bankers have done so. But joint-stock banks are confined by
their deeds of settlement to the business of banking. Nor has

it appeared—except, perhaps, in the Isle of Man Bank—that

they have violated their deeds in this respect. To what, then,

must we ascribe the failure of so many joint-stock banks ? We
reply. To mal-administration ; or, in other words, to bad

management. And this leads us to inquire. In what way has

this mal-administration been exemplified? What are those

erroneous principles that have led to these fatal results ? With-

out attempting to enumerate them all, we will endeavour to

specify a few of the most prominent.

I. Taking the unsound business of other banks.

One cause of the rapid extension of joint-stock banks in 1836,

was the " merging " of numerous private banks. It apppears

that 138 private banking establishments merged in joint-stock

banks. Some of the private banks sold their business after the

joint-stock banks had come into operation. Others formed a

joint-stock bank upon the private bank, the senior partner often

becoming a director, and the junior partner the manager, of the

new bank.

In by far the majority of cases, these unions, or " merges,"

were advantageous to both parties. The private bankers

obtained the value of the business they had surrendered, and

an interest in the future prosperity of the bank they had joined.

On the other hand, the new joint-stock bank acquired a

business already formed, and also obtained the advantage of

the practical knowledge and superintendence of experienced

bankers.

But in some instances the bargain was a disastrous one for

the joint-stock bank. The bad and overdrawn accounts were

taken without due examination, and soon afterwards occasioned

considerable loss. The loss of the purchase-money was gene-

rally by far the smaller loss of the two. A joint-stock bank in

the west of England purchased a private bank in a country

town for a large sum, and took the overdrawn accounts without

a guarantee. These accounts were considered good at the time,

but a few years afterwards the parties failed, and the joint-stock

bank lost considerably. A joint-stock bank gave to the Northern

and Central Bank the sum of 6,500Z. for their business at

Leeds, after they had stopped. The accounts they took over
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were afterwards the occasion of great loss. The Isle of Wight

Joint-stock Bank was formed upon a private bank, but a few

months only had elapsed when they found they were insolvent

from the losses that would arise from the bad accounts they had

accepted. They immediately determined to wind up, and

transfer their business to the National Provincial Bank of

England. Other instances might be adduced of joint-stock

banks having been founded on private banks which are now

supposed to have been, at the time, in a state of insolvency.

II, Some banks have sustained losses by making advances on

dead security.

Instead of the word "some," we think we might use the

word " all." For among the banks that have failed we doubt

if we could find one that had not sinned in this respect. But

the greatest sinners were those banks that were established in

places of the greatest trade. All the banks at Newcastle

advanced money on collieries, and also on other public works.

The banks of Manchester made advances on mills and manu-
factories, as did also some of the banks at Leeds. These

advances were attended with several evil effects. In the first

place, there was a lock-up of capital, which restrained the

operations of the bank. To relieve themselves from this re-

striction, they took bills for their loans, and rediscounted them
in the London money market. The facilities thus obtained

induced them to extend this system of advance. Bills were

perpetually renewed, and perpetually rediscounted. At last a

pressure canie, and the renewed bills could not be rediscounted.

The bank could not take up the old bills that were returned,

and consequently stopped payment. Sometimes, too, the bank
tried to relieve itself from this pressure by increasing its drafts

on its London agent. It has for a long time been the practice

in Lancashire to pay for cotton with a three months' banker's

bill. Banks in difficulties avail themselves of this practice to

make all their advances by drafts on London, instead of cash.

The Bank of Manchester had at one time an enormous circula-

tion of this kind.

Another effect was that, however good the security might be

at the time the advance was made, when a change took place in

the state of trade, its value fell much below the amount of the

advance, and in some cases it could not be sold at any price.

But the evil did not stop here. As the property given as
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security would have been worth nothing if not worked, the bank
was induced to make farther advances, to carry on the works on
their own account. A colliery, if not kept in operation, soon
gets out of order ; and it will then require a considerable sum
to set it at work again. Hence some of the collieries at New-
castle were worked by the banks ; and mills in the neighbour-
hood of Manchester were carried on in the same way. The
plan, however, does not often succeed. It is generally throwing
good money after bad. The ultimate loss is usually increased.

We may just observe in passing, that the banks ia the East
Indies get involved in the same way, through making advances
on indigo works. These works are of no value except when
kept in operation ; and hence it has occurred that a bank which
has made an advance, is compelled to carry on the works to keep
up the value of its security. To show that a bank governed by
the strictest rules may sometimes be drawn into transactions of

this kind, it may be observed that an iron concern in Wales was
said to have been carried on by the Bank of England. It

belonged to the Governor and Company of the Mines Eoyal.

The bank made an advance on mortgage to this corporation

during the pressure of 1847, and took the profits of the works.

Some joint-stock banks have made advances upon buildings.

This has occurred chiefly in places where there has been an

increasing population. A few years ago a joint-stock bank in a

town of fashionable resort advanced large sums to builders upon

the security of the houses they were erecting. The houses did

not let—they could not be sold for anything like the cost price

—the builders were ruined—and the loss fell upon the bank.

The bank had recourse to the expedient of rediscounting the

builders' bills ; but after a whilfe it was compelled to stop pay-

ment. In agricultural districts banks have sometimes made
considerable advances to farmers and graziers. Indeed, it is

almost a universal practice to do so at some seasons of the year.

These advances are not individually of large amount, and

are not usually attended with much loss—not with anything

like the losses incurred by advances on collieries, mills, and

houses. But it is a lock-up of capital until the year comes

round.

III. Some banks have lost large amounts through advances

made by way of loan or discounts to men engaged in speculative

undertakings.
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Two of the banks that stopped at Newcastle-upon-Tyne

sustained great losses through advances to corn-merchants.

Speculations in corn are usually carried on more by bills than

by loan. A merchant buys a quantity of corn, and places it in

the hands of a factor, and draws bills for something under the

market value, leaving the factor a margin to guard against loss.

He gets these bills discounted, buys more com, which he also

places in the hands of his factor, and then draws fresh bills.

This second batch of bills he also gets discounted, and buys

more corn ; and thus he goes on in the same course. Now if

he thinks the market will rise (as all speculators do), he will not

allow his factor to sell the corn ; but when the first bills fall due

he will renew them, and with the produce of the new bills, when
discounted, he will pay the old ones. It is thus that a large

speculation may be carried on with a small amount of capital

(and that may be borrowed from the bank), and all the specu-

lation is kept afloat by bills. These bills are always for large

amounts, and when the parties fail the losses are usually heavy.

The failures in the corn-trade in 1847 fell heavily on the banking
and monied interests. It was the stoppage of Messrs. Lesley,

Alexander, & Co., the corn-factors, that caused the stoppage of

Messrs. Sanderson & Co., the bill-brokers.

Wool is another " heavy article," as it is called ; that is, it

costs a great deal of money, and the bills are usually for large

amounts. Occasionally there is much speculation in this article.

Builders are generally a speculative class. Banks that

advance money to parties engaged in this trade have usually to

take possession of the buildings. We have already noticed an
instance of this in the conduct of a joint-stock bank.

People who speculate in railway and other companies are

dangerous customers to a bank.

It may be remarked, that it is generally bad policy in a bank
to make a very large permanent advance to any one customer.
The word " large " is a relative term, and must be understood
with reference to the extent of business that the customer is

carrying on, and to the means of the bank. It is not the
business of bankers to supply their customers with capital to
carry on their trade. But it is their business to make temporary
advances, and these advances may sometimes be large. In
such cases, the banker should have a kind of security, that
shall not only secure the debt, but shall prevent its becomin"
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permanent. Almost every bank that has failed can point to

some one, two, or three large accounts, to which it mainly ascribes

its failure.

But the worst form of illegitimate advance is that which is

made by a bank to one of its own directors.

A bank that is known to act imprudently in making large

advances will occasion a suspicion that its smaller advances are

made with, at least, equal imprudence. A large number of

imprudent small transactions may be as fatal to a bank as a

smaller number of a larger amount. A sum which appears

small as a loan will appear largQ as a loss. A manager who
accustoms himself to examine all the circumstances connected

with the small bills he discounts, will acquire a habit of investi-

gation that will guide him with safety in dealing with large

transactions. But if he get into a laxity of manner in regard

to small amounts, he will ultimately deal less carefully with

large sums, and be in danger of making great losses. In every

case the rules of sound banking should be strictly applied.

IV. Some banks have become involved in difficulties through

a general want of system and discipline in conducting its affairs.

This laxity usually shows itself in two ways—the absence of a

good system of book-keeping, and the want of a proper control

over its branches.

We could not adduce a more striking illustration of this

observation than has been furnished in the history of the

Agricultural and Commercial Bank of Ireland, as related before

a Committee of the House of Commons in the year 1837. The

following are extracts from this evidence. The books at the

head office had not been posted for four months. There were

no stock books, showing the amount each shareholder had paid

on his share. There were no books showing the amount of the

circulation. An auditor states :
" They showed us no general

account—their books were in a perfect chaos." They had no

account at the head office by which they could check any

transaction at the branches. Bills were sent away to be re-

discounted without any entry of them being made in the bank

books. At the branches there was no regular system of accounts.

At no one branch was there a system of accounts that formed

an adequate check upon the amount of notes in circulation

;

" and from one branch we were told that returns had not been

made to the head office for fourteen months, and from another
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for six weeks, and there was no question about it from the head

office."

We will not intimate that anything like this has ever existed

in a joint-stock bank in England. We never heard that any

one has had any difficulty in making out a statement of its

affairs. With some banks, however, there has been a laxity in

regard to the government of their branches. The system of

inspection was not well understood—^the rettu-ns from the branch

were not so ample as they should have been—and the orders of

the head office were not rigorously enforced. We could mention

the names of several fallen banks that lost very considerably by

their branches. In some cases the banks had opened branches

in towns that required an amount of capital disproportionate to

the means of the bank, and their administration had been

entrusted to parties who had neither banking nor local knowledge.

A good system of book-keeping cannot be too highly valued.

Its object is not merely to secure accuracy of accounts between

the bank and its customers. A farther object is to classify and

arrange all the transactions in such a way as easily to produce

a weekly balance-sheet, showing the actual condition of the bank.

Nor must it be supposed that such abstracts or balance-sheets

are intended merely for the use of the directors. They are of

the utmost use to the manager, and should be the subject of his

constant study. A manager who, day after day, attends only to

individual transactions, and that, too, possibly in a state of

mental excitement, may involve his bank in difficulty, even

though each transaction may, upon its own ground, be perfectly

justifiable, unless he attends to those summaries and classifica-

tions of his transactions which are presented in the weekly

balance-sheet. He will there see on one side the means of the

bank, and on the other the way in which his funds are employed.

He will notice if his loans, or overdrawn accounts, or past-due

bills, are unduly increased. If a good system of book-keeping

does not prevent a manager from going wrong, it will prevent his

going wrong without knowing it. If he act unwisely, his balance-

sheet will stare him in the face and remind him of his faults.

It is a great defect not to take an accurate estimate of the

losses every half-year before striking the balance of profit and
loss. It is clear that common sense and common honesty

require that the loss should be taken into account as well as the

profit. Yet some of the banks that failed went on, year after



Administration of Joint-Stock Banks. 335

year, exhibiting a balance-sheet to their shareholders showing a

respectable profit, which enabled the directors to declare a fair

dividend, and to make an addition to the reserved fund. While
the annual balance-sheets thus showed a steady increase of

profit, the bad debts had actually eaten up the whole of the

capital.

Another defect is, not to have an account in the general ledger

showing the amount of bills reissued or rediscounted. The
amount of these bills not due should appear on both sides of the

account—on one side as a liability, and on the other as an asset.

For want of doing so, some banks have not been able to

ascertain easily what amount of bills they have under re-

discount. But it is important to know this. For it may be

expected that, during a season of pressure, no small portion of

these bills will be returned unpaid, and the bank must find

funds to take up its endorsements. If they fail to do this, it

amounts to a stoppage of payment. In fact, the amount of such

bills suddenly returned has in some cases been the immediate

cause of a bank stopping payment.

We have no horror of numerous branches. When we see

that the largest and most prosperous banks have each a large

number of branches, we are led to believe that branches are not

attended with any dangers which cannot be overcome by wise

administration. At the same time, we are ready to admit that

numerous branches require a peculiar mode of government, and

a rigid system of discipline. The chief officer of such a bank

should be a good banker, and something more. He must be a

good administrator ; that is, skilled in the administrative de-

partment of good government. '

In the first place, each branch must have a good system of

book-keeping, and the system must be uniform at every branch.

Secondly, Care should be taken to appoint efficient officers.

Thirdly, A code of laws should be drawn up, and the branch

manager should be distinctly informed as to the extent to which

he may exercise his discretion, and what cases must be referred

for the consideration of the directors. Fourthly, Weekly re-

turns must be made to the head office of all the- transactions,

and a half-yearly balance-sheet, attended with full supplementary

details. Fifthly, Special reports should be occasionally required,

as special circumstances may occur, either with reference to

the branches generally, or with reference to a branch individually.
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Sixthly, An inspector should be appointed for the purpose of

visiting the branches. His duties will be to explain the instruc-

tions of the directors, and to see that they are properly observed

—to maintain a uniform system of transacting business at aU

the branches—to instruct the officers of the branch in their

duties when necessary, and to communicate the knowledge he

has acquired in visiting the other branches—to answer any

difficult or knotty questions that may be proposed to him by the

manager, and to consult with the manager as to the best means

of promoting the interests of the branch—to observe the talents

and capabilities of the several officers, and to recommend for

promotion any who seem to have qualities that might be usefully

employed in a higher department in the bank. In large banks

there are usually several inspectors.

Branches should always be kept in strict subordination to the

head office. Prompt obedience to orders is a duty that must be

rigidly enforced. The chairman of the Northern and Central

Bank stated to the Parliamentary Committee, that at some of

the branches where the heaviest losses had occurred, the

managers had not obeyed the orders they had received from the

directors. Similar accusations were made against some of the

branch managers of the Commercial Bank of England. It is

quite impossible for any bank to be well administered as a whole,

if every branch is allowed to exercise an independent authority.

Upon this ground some parties object altogether to the appoint-

ment of local directors at the branches. A local board, con-

sisting of the branch directors and the manager, are more likely

than the manager alone to assume independent authority—to

postpone carrying out the directions they may receive from

head-quarters—and to take upon themselves the responsibility

of acting somewhat at variance with the strict letter of their

instructions. And although local directors may sometimes be

useful in extending the connexions of the bank, or in aiding the

managers with information or advice, yet, for the above or other

reasons, they are now in England but very seldom appointed.

The branch is under the sole care of a manager. The general

manager of the bank is not merely the manager of the head

office, but has authority also over all the branches. Whenever
necessary or expedient, he issues circular letters of instruction

to the branch managers, and these instructions the branch

managers are expected to obey.



Administration of Joint-Stock Banks. 337

V. Some banks have been unfortunate in consequence of
having made no provision to meet contingencies.

This class of banks has not fallen into any of the practices

that we have enumerated. They have not, on the whole, been
badly managed, but they have traded to the full amount of their

means, and have kept no reserve, either in Government stock,

exchequer bills, or bills of exchange, to meet those contingencies

to which all banks are liable. One bank of this class had,

during the railway speculation, received from some of these

companies a large amount of deposits. A portion' of these
deposits was lodged, as its agent, with another bank. That
bank stopped. This bank was, consequently, unable to pay
back the deposits to the railway companies. From this circum-
stance, and the known connexion between the two banks having
damaged its credit, it also was compelled to stop payment.
Another bank had but a small capital, but for a number of

years it was exceedingly well managed. In 1847 it had dis-

counted, and again re-discounted, a large araount of bills on a
first-rate London house that failed. The London house after-

wards paid 20s. in the pound. But the directors concluded
from this circumstance, that a bank with a small capital was
not in a condition to bear a large loss, and they resolved to wind
up the concern. After sustaining the losses and expenses of

winding up (and in such a case some losses necessarily occur),

the bank realized nearly the whole of its paid-up capital. We
doubt not that some of the other banks that have wound up tlieir

affairs have done so from causes similar to those we have described.

We consider that this head of our inquiry is not less instruc-

tive than the four by which it was preceded. They will teach

us the vices we ought to avoid

—

this will teach us the virtues

we ought to cultivate. The lessons we here gather are, that we
ought not only to avoid all mismanagement, but we ought also

to provide for those contingencies to which, even with good
management, we are exposed. We ought to raise our capital in

proportion to our business, or else keep down our business to a

level with our capital—we ought to have a surplus fund adequate

to meet any unforeseen loss—we ought to have a reserve of con-

vertible securities ready to meet contingent evils ; and, finally,

we ought always to keep our bank in such a condition that, even

if not successful, we shall still be in a condition to wind up our

affairs without inconvenience to the public.

z
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VI. We may observe, that these erroneous principles .of ad-

ministration have sometimes been the result of a defect in the

constitution of the bank—of the appointment of incompetent

persons—or of an unwise distribution of the administrative

functions.

Joint-stock banjiing did not grow up gradually in England

as in Scotland. On the introduction of this system into England,

the directors were necessarily unacquainted with the practical

operations of banking.* For all the practice and experience

were confined to the private bankers, whom the new system was

intended to subvert. In some places there was a prejudice

against directors who were in business. Hence ofiScers in the

army, barristers, solicitors, medical men, retired tradesmen, and

country gentlemen, were considered as the most eligible

directors. These boards of directors, all of whom were unac-

quainted with banking, and some of whom were destitute of

business habits, had to encounter difficulties which would have

tried the most experienced bankers.

The want of experience in a board of directors did not, how-
ever, produce any dangerous consequences when they appointed

an efficient manager. He prudently advised and instructed

them. They gradually increased their knowledge, adopted his

principles, and were guided by his counsels. By their daily

intercourse with him, by their own reflections, by the direction

given to their thoughts, and by the experience they acquired,

they became in a few years as conversant with their duties as

the manager himself. We believe this was almost uniformly

the case with those joint-stock banks that were formed within

five or six years after they were allowed to be established in

England. As a proof that such was the case, it may be stated

that the greater portion of the banks formed during that period

have, at the present moment, the same managers they had at

their commencement.

But, after joint-stock banks were started as matters of specu-
lation, they increased more rapidly than efficient managers
could be found. The new banks naturally enough looked to

* The Chairman of the Northern and Central Bank gave the followino- answers
to a Committee of the House of Commons ;

—

" Is there any one of your colleagues in the direction of the bank that had
previous experience in banking business ?—I do not think there was one.

" Had any of the directors of the joint-stock banks about you previous banking
experience ?—I do not recollect one.'—Committee on Joint-Stoeh Banks, 1837.
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Scotland. But the Scotch 'banks had the sagacity to raise

the salaries of their principal ofiScers, to prevent their emigra-

tion to England. In some cases, those Scotchmen who were

appointed managers of English banks had never held ofSce in

a bank before, or else it was an oflSce so inferior that all they

knew about banking was merely the routine of the ofSce.

Wherever efficient managers were appointed, whether Enghsh
or Scotch, the same effects were produced as in the former cases

The inexperienced directors acquired the knowledge and expe-

rience necessary to the discharge of their duties, and the banks

prospered. But sometimes the case was reversed. The manager

was inefficient, and the directors inexperienced, and then the

effects were disastrous.

In some cases the manager laboured under an inconvenience

from being taken from a lower social position. Not a few of the

managers were previously bankers' clerks ; and the appoint-

ment to the office of bank manager did not, in England (as it

does in Scotland and in Ireland), raise him to the same social

position as a banker. This was injurious to the bank in several

ways. It lessened his inHuence with his directors. From the

days of Solomon to the present time, the degree of deference

paid to even good advice has depended upon the social rank of

the party who offered it :
" Wisdom is better than strength

;

nevertheless the poor man's wisdom is despised, and his words

are not heard." * The public, too, had been so long accustomed

to private banking, that, seeing the manager paid by a salary,

they could not bring their minds to view him as the. banker, but

considered him as holding an office analogous to that of chief

clerk in a private bank. It may be feared, that in some banks

the directors took the same view, and thought that the influence

and the salaries of the two offices ought to correspond. These

impressions have now passed away.

In some cases the manager was superseded in his functions

by the appointment of managing directors. The'manager was

a man of banking knowledge and experience, but he had placed

over him a couple of managing directors, who had neither know-

ledge nor experience. Consequently, his voice was never heard

in the board-room, and, with the name of manager, he acted

only in the capacity of a chief clerk. The manager was thus

deprived of the opportunity of discharging the most important

" Ecoles. viii. IG.

z 2
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of his functions—that of giving advice to the directors—and

was required to confine his attention to the more easy duty of

obedience.

In other cases the managing directors and the manager formed

a secret committee, who alone were acquainted with the actual

condition of the bank. The directors of the Bank of Manchester

stated, in their first report, that " two of their body, who are

out of business, alone have access to the accounts, and are

authorized to advise with the manager, when requisite, on the

current transactions of the bank. At the same time, each of the

other directors engaged, individually, to refrain entirely from

inspecting any of the customers' bills or accounts ; thus com-

bining all the secrecy of a private bank with the advantages of a

public institution." The Bank of Manchester had at that time

the largest paid-up capital of any joint-stock bank in England.

Three of its directors were examined before the Bank Charter

Committee, in the year 1832. They presented to the Com-
mittee a list of twenty-three joint-stock banks then formed, and

strongly urged that measures should be adopted to require from

them an adequate amount of paid-up capital. It is somewhat

remarkable that, out of these twenty three banks, the only one

that has stopped payment is the Bank of Manchester. Another

has ceased to exist, but it was by a transfer of its business.

In some cases a bank has been ruined by its manager ; in

others, by the manager and the managing directors conjointly

;

in others, by the managing directors without the manager ; and

in others, by one, two, or three directors, who, though not

formally appointed managing directors, have, by their influence

with the board, virtually monopolized that oflSce, and discharged

its functions. It may be questioned whether any case has

occurred in England of a bank being ruined by the acts of its

whole board, where all the directors were honest and in-

telligent men, and each was accustomed to think and judge for

himself.

VII. We may observe, that sometimes joint-stock banks have
been led into erroneous principles of administration by the pro-

ceedings of the proprietors.

The constitution of joint-stock banks appears theoretically

absurd. The manager—the banker—who is presumed to have
some knowledge and experience in banking, is placed under the
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command of a board of directors, whose knowledge and experi-

ence are supposed to be inferior to his own. These directors are

again placed under the control and instruction of a body of pro-

prietors, whose knowledge of banking is much less than that of

the directors. Practically, however, the system works well. But
when an attempt is made to carry out the theory, the effects are

injurious ; and some joint-stock banks have fallen into danger

through the operations being too much regulated by the pro-

ceedings of the proprietors.

Sometimes the directors have been influenced by the applauses

of the shareholders.

It is natural to all shareholders , to wish for large dividends

upon the capital they have invested. Hence they applaud most
loudly those directors who contrive to declare the highest

dividends, to make the largest bonuses, to keep up the shares at

the highest premiums in the market, and then to distribute

more shares at par. The directors, knowing these to be the

feelings of the shareholders, very naturally attempt to gratify

them. But those transactions that yield a large immediate

profit are either attended with a risk of loss, or a lock-up of

capital. But the profit is immediate: the danger is remote.

With the applauses of the shareholders ringing in their ears,

the directors become too giddy for reflection, and recklessly

engage in a course of action that ends in ruin. This evil is

increased when there are two joint-stock banks of about equal

strength in the same place. The spirit of rivalry is natural to

man. The competition between the two boards of directors is not

which bank shall be governed with the greatest prudence, and

with the strictest regard to sound banking principles, but which

shall produce the most glowing reports—which shall declare the

largest dividends—and which shall keep up its shares at the

highest price in the market. A strong competition is carried

on, which ends in the destruction of one or both of the rival

banks. Such feelings are said to have prevailed at Manchester

;

and at that place several boards of directors were presented with

services of plate, by their respective shareholders, vrithin a short

time of the stoppage of their banks.

Sometimes directors are induced to act unwisely from the

censures of their shareholders.

Every one who knows anything of banking must know that

it cannot be carried on without occasional losses. A bank that
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is so conducted as never to make a loss, will seldom make much

profit. And sometimes these losses will be so great as to absorb

a large portion of the profits of the year. The object of having

a surplus fund is to provide for these contingencies, so that the

usual dividend may be maintained. But when an occasion arises

for making use of a portion of this fund, there is often what is

called " a stormy meeting," and the shareholders walk away

sulky and dissatisfied. This produces a bad effect on the minds

of the directors. It is a great mistake to suppose that boards of

directors are indifferent to the applauses or censures of their

shareholders. As a general rule, the fact is lamentably the

reverse. In some cases they have had so much dread of " the

general meeting " that they could not muster courage enough

to make honest reports. Had they done so in the first instance,

their banks might have been saved from destruction.

Sometimes directors are in danger of being led astray by the

admonitions and instructions of their shareholders.

A very prudent class of proprietors exhort the directors to

practise the strictest economy. "When rightly understood, this

exhortation is worthy of the rounds of applause with which it

is usually attended. But it is liable to be misunderstood. In

banking, as in housewifery, the lowest priced article is not

always the cheapest. The largest portion of the expenditure of

a bank consists of salaries. Hence an exliortation to economy

amounts to
—"Keep down the salaries of your officers;" and as

the manager has the largest salary, he will most likely be the

heaviest sufferer.

A more mischievous recommendation, when thus understood,

can hardly be conceived. Next to having a dishonest manager,

the greatest evil is to have one that is badly paid. If he is

known to be poor, his advice will have less weight in the board-

room ; the directors individually will treat him with less respect

;

his wealthy customers will not disclose to him their private

affairs ; the needy class, when refused discount, will insult him
by threatening to complain to the directors, and his inferior

officers will be less prompt in their obedience. But worse than

all this will be the effect produced upon his own mind. He will

not be, and he cannot be, so efficient a manager when badly

paid, as he would be if he received a liberal remuneration. It

is the besetting sin of men of business, that they never pay
attention to mind, though among no class are mental phenomena
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more strikingly exhibited. The amount of his salary is the only
tangible means by which a manager can judge how far his cha-
racter and his services are appreciated. It is not the money
alone, but the feelings, of which the money is an indication,

that produces an effect on the mind. It is a law of our nature,

that the kindness, liberality, and generosity of others will produce
corresponding feelings in ourselves. And it is another law of

our nature, that when the mind is under the influence of such
feelings, it is capable of intellectual efforts of a higher order.

But we forget ;—we were writing about pounds, shillings, and
pence, and our pen has darted off into philosophy. We will now
return.

Sometimes the shareholders fly at higher game, and canvass

the salaries of the directors. Such discussions are always un-
pleasant, as they are carried on in the presence of the parties

interested. Among all the charges brought against the directors

and managers of banks that have failed, we have never met with
the accusation that they received excessive salaries. We are

tempted to fancy that, had their salaries been higher, the banks
might not have failed. As far as salary is concerned, they cer-

tainly would have had a greater interest in preventing the

failure. In some banks, however, directors have paid themselves

for their services in ways far more costly to the bank. Take
the following instance :

—

" The qualification for directors of the Northern and Central Bant was
100 shares. It was, however, ascertained that each of the original

directors took 1,000 shares, and that besides these, other shares were, at

later dates, distributed among the directors and their near connexions.

Instead of paying the calls to the bank, the directors and their nominees
were severally debited with the amount in a private ledger, locked up, and
the key deposited with the chief accountant. In addition to this, each

director had a current account with the bank, and many of them had
overdrawn their accounts to a very large amount. Nor was this all, for

it further appeared that many of them were also indebted in large sums
of money on notes of hand, which being placed to the account of securities,

did not appear in the books as a debit against the directors. Upon com-
bining these several items of debt, it was ascertained that there was no

less than 290,000Z. due by the directors, and that there was near 14,000?.

due by the managers and clerks."

It is not creditable to any bank to receive the sei-vices of its

directors as a matter of charity. Nor is it wise. A director

who is paid for his services may justly be called to account for
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neglect of duty. In this case, too, he cannot expect payment in

any other way. In his transactions with the bank he is then on

the same footing as any other customer. It has been said, that

the directors are such honourable men that they will attend to

their duty as strictly if badly paid as if liberally paid. If so

they ought to be liberally paid, as it is very desirable that

such honourable men should be most closely attached to the

bank. But we doubt the fact. In matters of almsgiving, men
will give only what they can conveniently spare. If a director

is to give his time for nothing, he will give only that portion of

his time which he cannot more profitably or more agreeably

employ elsewhere. In matters of business, men will apportion

their services according to the return they receive for them.

There is no way of securing constant punctuality of attendance

on the part of directors, but by paying them liberally for

that attendance. In some cases where payment has not been

given, or given only to the managing directors, it is said that

the government of the bank has fallen into the hands of a few

persons, whose punctuality of attendance has been almost

their only banking virtue. But the main advantage of liberal

payment is its effect upon the minds of the directors. Every
honourable man will attend to his duty with alacrity and
energy, and wiU even make extra exertions for the benefit of

the bank, when he finds that his services are handsomely and
liberally appreciated.

We need hardly say, that the faults we have pointed out in

the administration or constitution of joint-stock banks are by no

means inherent in the system. They are accidental circum-

stances, arising from its establishment in a new country, by
parties who had no previous opportunity of understanding its

principles. The system is no longer new—its principles are

now well understood—and it may reasonably be expected that

the calamities of the past will never recur.
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SECTION XII.

THE ADMINISTRATION OF THE OFFICE.

In this Section we shall consider the following topics :

—

I. The Arrangement of the OfiSce.

II. The Selection and Appointment of the Clerks.

III. The proper Distribution of their Duties.

IV. The Amount of their Salaries.

y. The System of Promotion.

VI. The Eules of Discipline.

VII. The Training of Clerks for higher Offices.

I. The arrangement of the Office.

The proper situation of a bank is a matter of some importance.

It should be situated in what is deemed the most respectable

part of the town. If it be placed in an inferior locality,

approachable only by narrow and disagreeable streets, and sur-

rounded by buildings the seats of smoky and dirty trades, it is

not likely to be so much frequented, nor to acquire so large a
business, as though it were more pleasantly situated. Anotlier

point to be observed is, that the bank itself should be a handsome
building. The necessary expenditure for this purpose is no sin

against economy. It is an outlay of capital to be repaid by the

profits of the business that will thus be acquired. A portion of

the building will probably be set apart for the private residence

of the manager, or of some other officer of the establishment.

It is desirable that this portion should be entirely separated

from the office. The communication should be only by a

single door, of which the manager should keep the key. The
building should be so constructed that what is going on in the

private house, whether in the kitchen, or the nursery, or the

drawing-room, should not be heard in the bank. The office

being thus isolated, must then be fitted up in the way that will

most effectually promote the end in view. And here are three

points to be considered

—

sjpace, light, and ventilation.

A chief consideration is space. A banker should take care

that his clerks have room enough to do their work comfortably.

Every accountant knows that he can often work faster if he can

have two or more books open at the same time ; but if his

space is so confined that he must shut up one book, and put it
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away, before he can use another, he will get on more slowly.

The cashiers, too, will be much impeded if they are obliged to

stand too close to each other ; and the public will be huddled

together, and will often count incorrectly the money given to

them, and thus take up the cashiers' time to put them right.

Want of space will necessarily occasion errors, from the con-

fusion it produces, and from one clerk being liable to inter-

ruption from the noise or Ticinity of the others. A banker

should therefore take care that his office is large enough for his

business ; and that it will admit of being enlarged in case his

business should increase. Ample space is also conducive to the

health of the clerks, as there will be more air to breathe, and

the atmosphere is less likely to become polluted by the burning

of lamps and candles.

Another consideration is light. It is well known in every

London bank, that fewer mistakes are made by the clerks in

summer than in winter. Abundance of light prevents mistakes,

aud saves all the time that would be employed in the discovery

of errors. Light is also of great importance to the cashiers in

detecting forged signatures and bad or counterfeit money.

Thieves are also less likely to attempt their robberies in a light

office than in a dark one. Faint or illegible handwriting can

be more easily read, and hence mistakes are less likely to occur.

The clerks, too, perform their duties with more quickness and

cheerfulness. The gloominess of an office throws a gloom over

the mind ; but " light is sweet, and a pleasant thing it is for the

eyes to behold the sun."

The lightest part of the office should be devoted to the clerks.

We have observed sometimes a violation of this principle.

The entrance door has been placed in the middle of the front,

with a window on each side, and the counter thrown across the

room, so that the lightest part of the office has been given to

the public. It is better that the entrance be placed at the

right or the left corner, and the counter be made to run from

the window to the opposite wall. The light will thus fall length-

wise on the counter, and the space behind the counter will be

occupied by the clerks.

Ventilation.—Volumes have been written by medical men
upon the advantages of fresh air, and on the unwholesome
atmosphere of crowded cities. If the air that circulates in the

streets of towns and cities is impure, what must be the state of
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those offices or rooms where twenty or thirty persons are

breathing close together during the whole of the day, and gas

lights are burning during the evening. In such cases we are

told that a person afflicted with consumption of the lungs may
communicate the complaint to others^ as they must inhale a

portion of the atmosphere which he has breathed out. The air

in a close office is not only rendered impure by the number of

people that breathe it, and by the burning of gas, but it also

contains very frequently particles of dust arising from the floor,

through the number of people constantly walking in and out.

It is almost impossible for persons so circumstanced to enjoy

for a length of time even moderate health. A portion of this

evil may be mitigated by a good system of ventilation. To
obtain this should be regarded as an object of the first im-

portance. If a banker does not insist upon the architect per-

forming this in the most effectual manner, he must be content

to be often put to inconvenience through the iUness and conse-

quent absence of his clerks.

Having made due provision for space, light, and ventilation,

it will now become necessary to arrange the counter, desks, and

other furniture, so as to enable any given number of clerks to

discharge their duties with the greatest efficiency, and so as

best to promote the public conveniencte. It is not necessary, or

possible, to give very minute instructions on this head, as much
will depend upon the form of- the building, the extent of the

business, and other circumstances. We will notice only a few

general objects to be kept in view.

It is desirable at all times to make those arrangements that

shall best promote the convenience of the public.

The counter should be readily accessible, and of sufficient

length to meet the requirements of the business ; and the

cashiers' desks sufficiently wide apart for the public to be

promptly served, and to stand without jostling one another.

Some banks have two counters, one for paying, and the other

for receiving. At other banks the cashier does not enter the

credits, but merely agrees the amount with the customer, and

then passes them to a clerk, who enters them in the Waste-

Book. In the same way, when a cheque is presented for pay-

ment, he gives it to a clerk behind him, who enters it, and

hands the notes to the cashier, who pays out the gold and

silver. When the business is large, extra or supernumerary
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cashiers are appointed, who take the place of the regular

cashiers when they are absent at dinner or otherwise, so that

during the whole of the day all the cashiers' desks are occupied.

To relieve the counter, the payment of bills that have been

presented in the morning and not paid, is. usually received at a

separate desk or office. All these are expedients that should

be adopted when necessary, to save the time of the public.

There are few things that try a man's temper more than to be

kept waiting a long time at a banker's counter ; and he will be

very apt to give vent to his impatience by quarrelling with the

clerks, or reproaching the establishment.

Another object is, to place near together those clerks whose

duties will require them to have frequent communication with

each other. If this rule be not observed, the clerks will lose

much time in the course of the day in passing from one part of

the office to the other ; and the work will not be so expe-

ditiously performed. It is especially desirable that the ledger

keepers should be placed close behind the cashiers ; so that if a

doubtful cheque be presented for payment, the cashier may be

able to show it to the ledger keeper, and be informed if he may
pay it, without being observed by the party presenting it.

Another point is, to place the desk of the chief or head clerk

in such a position that 'he can see all over the office. "A
master's eye will do more work than both his hands." In this

case, if the counter is crowded, the chief clerk will perceive it,

and appoint additional clerks to assist the cashiers. If disputes

take place between the clerks, or between the cashiers and the

public, he will come forward and settle the matter before the

dispute is carried to high words. He will observe, too, the

customers who come frequently to the counter, and from their

transactions he will often draw conclusions respecting their

circumstances which will be serviceable to the bank. It is

generally best that many of the clerks should be so placed as

to look towards the counter. ' It has been said that this draws

off their attention from their work ; but we do not think this is

generally the case, although it may occasionally relieve the

irksomeness of their duties. A dishonest person standing at

the counter, and watching an opportunity of committing a

robbery when the cashier is engaged, will be more likely to

abstain from making the attempt when the eyes of other clerks

have a command of the counter. This arrangement will depend
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in some measure on the direction of the light. The clerks

should not have their faces or their backs towards the window,

but the light should fall on them sideways. These matters

may appear trifling, but they will not be deemed unimportant

to those who are entrusted with the practical administration of

an office.. It is only by attention to minute things that the

business of an office can be well conducted.

II. The Selection and Appointment of Clerks.

When a bank is first formed, they sometimes advertise for

clerks ; but this is usually for clerks of a higher rank, who have

had some experience in the business of banking. When a bank
is established, it has seldom occasion for new clerks of this class.

A vacancy in one of the higher departments is filled up by the

next clerk in rank, and so on in order, and the new clerk comes
in as a junior. Applications for this post are usually so

numerous that the only difSculty is in making the selection.

Those recommended by parties known to the bank, as customers

or shareholders, usually have the first claim. In some banks

the nomination of the junior clerks is regarded as a portion of

the patronage of the directors, upon the understanding, however,

that they nominate none but such as are properly qualified, and

who shall prove their fitness to the satisfaction of a committee

of directors.

In making inquiries into the qualifications of applicants, it is

necessary to ascertain in the first place their age. In London

the age at which clerks are admitted into a bank is usually

about nineteen. As their first duty is to collect payment of

bills, it is necessary they should have arrived at a sufficient

degree of strength to be able to make some resistance were an

attempt to be made to rob them of their bill-case ; and also

that they should have arrived at an age to be conscious of the

responsibility of their office. In the country parts of England,

and in Scotland, clerks are taken at an earlier age; but the

duties are different from those discharged by the same class in

London.

Another consideration is the class of society from which

clerks are taken. Candidates for the office of bank clerks are

usually the sons of the middle class of tradesmen, or of pro-

fessional men, as clergymen, officers in the army or navy, or

persons in the service of Government. During the last war,
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bankers' clerks were generally the sons of tradesmen, as the

sons of gentlemen could easily find employment under Govern-

ment. But now that places under the Government are not so

easily obtained, members of what are called respectable families

are found among the candidates for admission into the service

of banks. Each class has some advantages. The sons of

gentlemen have generally a better literary education, and have

usually a more courteous address. On the other hand, they

have no notion of business, and no business habits. They have

been accustomed to go a-hunting and a-fishing with the sons of

men of large property, and they look upon banking business as

a drudgery to which they submit from necessity, but which is

much beneath the destiny to which they think they are entitled.

On the other hand, the sons of tradesmen have been accustomed

to notions of business from the ordinary conversation of their

fathers' fireside ; they know they must get their own living

;

they look upon their admission into a bank as a lucky event,

and, consequently, apply themselves to their duties with hearti-

ness and cordiality.

Another inquiry of those who are candidates for admission

into a bank is. How they have been employed? Lads just

come from school of course know nothing of the business of a

bank, and, if taken at all, they should be taken upon trial for

three or six months, so that their qualifications may be dis-

covered before they are permanently appointed. Those who
have been two or three years in a merchant's counting-house

are generally found to be the most efficient. But to have been

in the office of a stock-broker or a solicitor, or to have studied

for one of the learned professions, is no recommendation.

Clerks from country banks, and especially those from the banks

of Scotland, when introduced into London banks, are at first

usually considered to be slow.

It is also proper to inquire into the parentage of the candi-

date. For although honesty and dishonesty do not run in the

blood, yet it is probable that religious and virtuous parents

have given their children a religious and virtuous education;

and a youth who has been accustomed to see examples of ex-

cellence at home, will be the most likely to exhibit those

excellences in his own conduct. A high degree of moral prin-

ciple is in itself a necessary qualification in a post of trust and
responsibility, and it is usually associated with a cultivated and
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improved state of the intellectual faculties.—" If there be in the

character not only sense and soundness, but virtue of a high
order, then, however little appearance there may be of talent, a

certain portion of wisdom may be relied upon almost implicitly.

For the correspondences of wisdom and goodness are manifold,

and that they will accompany each other may be inferred,

not only because men's wisdom makes them good, but also

because their goodness makes them wise. Although, there-

fore, simple goodness does not imply every sort of wisdom,

it unerringly implies some essential conditions of wisdom

;

it implies a negative on folly, and an exercised judgment,

within such limits as Nature shall have prescribed to the

capacity." *

Testimonials are to be received with caution. Young men
who come to London in search of a place, often bring with

them a host of testimonials, which they expect will place them
at the head of any list of candidates. When upon other

grounds there is an intention of engaging the applicant, these

letters of recommendation may sometimes be read. It may be

useful to observe by whom the testimonials are given, and

whether those persons have had opportunities of judging of the

adaptation of the party for the office he seeks. It may also be

noticed what qualities are, and more particularly what qualities

are not, ascribed to the applicant. It has been said that when a

lady is praised for being " amiable and accomplished," it may
be inferred that she is neither young nor handsome. So if

a testimonial speaks highly of a young man's " industry and

integrity," it may generally be inferred that he does not possess

much talent. It is true that these qualities are of more

importance than talent. But while they are more important,

they are also more common. And if a young man possesses

any kind of intellectual superiority, the fact will certainly not

be omitted in his testimonial.

III. The distribution of the duties of the various clerks is

a matter of no small importance. Experience is the only

efficient guide in making such arrangements. We may, never-

theless, lay down a few general principles. The great division

of the business of a bank office is into the cashiers' department

and the accountants' department. In London banks there is a

third—the tellers', or out-door department. In the distribution

' Taylor's ' Statesman.'
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of duties, it is desirable that the accountants' department should

be a check upon the other departments. The cashiers must not

have the control of the books, nor the accountants tlie care of

the cash. Tlie accountants' books should show what amount of

cash is in the hands of the cashiers ; and it is the business of

the cashiers to show that they have that amount of cash which

corresponds with the accountants' books. If the same ofScer

has the care of the cash and the command of the books, he may
abstract a portion of the cash, and alter the books to make
them correspond. It is further desirable, in large establishments,

that two books which act as a check upon one another, should

not be kept by the same clerk. While it is not proper to indulge

a spirit of suspicion in regard to individuals, it is advisable that

the duties of a bank office should be so distributed that the

intromissions of any one clerk, either by the abstraction of cash

or the falsification of the books, should be liable to immediate

detection by the entries in some book kept by another clerk.

For the same reason, it is proper that any document issued to

the public (such as deposit receipts, drafts on London, &c.) should

be signed by two officers, of whom one should belong to the

cash, and the other to the accountants' department. There

ought to be a complete division of labour in a bank. Every
clerk should have fixed duties to perform, and every duty,

however unimportant, should be assigned to some particular

clerk. If anything is neglected, there should be no doubt as to

who is to blame. No one should be able to say, " It was not my
business ; it was yours." Nor ought any duties to be assigned

in common to two or three clerks, to be performed by them as

each may find time. In this case, each will do as little as he

can, and nothing will be done well. If any dispute arises among
the clerks as to the due division of their labours, a reference

should be made to the chief clerk, who will give to each man his

work, and hold him responsible for its proper performance.

IV. The Amount of their Salaries.

According to Adam Smith, the wages of labour are regulated

by the following circumstances:—1. The agreeableness or

disagreeableness of the employments themselves. 2. The
easiness and cheapness, or the difficulty and expense of leai-ning

them. 3. The constancy or inconstancy of employment in them.

4. The small or great trust which must be reposed in those who
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exercise them. 5. The probability or improbability of success

in them.

Mr. Mill makes the following observations ynth regard to the

salaries of clerks :

—

" A clerk from whom nothing is required but the mechanical labour of
copying, gains more than an equivalent for his mere exertion if he receives

the wages of a bricklayer's labourer. His work is not a tenth part as hard,

it is quite as easy to learn, and his condition is less precarious, a clerk's

place being generally a place for Hfe. The higher rate of his remuneration,

therefore, must be partly ascribed to monopoly, the small degree of educa-
tion required being not even yet so generally diffused as to call forth the

natural number of competitors, and partly to the remaining infliip.Tip.ps of

an ancient custom, which requires that clerks should maintain the dress

and appearance of a more highly paid class.

" It is usual to pay greatly beyond the market price of their labour aU
persons in whom the employer wishes to place peculiar trust, or from
whom he requires something besides their mere services. For example,

most persons who can afford it pay to their domestic servants higher

wages than would purchase in the market the labour of persons fully as

competent to the work required. They do this, not from mere ostentation,

but from reasonable motives—because they desire that those they employ
should serve them cheerfully, and be anxious to remain in their service

—

because they do not like to drive a hard bargain with people whom they

are in constant intercourse with—and because they dislike to have near

their persons, and continually in their sight, people with the appearance

and habits which are the usual accompaniments of a mean remuneration.

Similar feelings operate in the minds of men in business with respect to

their clerks."*

There would be considerable difficulty in applying the rules

laid down by political economists with regard to the wages of

labour to the case of bank clerks. A banker does not hire a

clerk because he is the cheapest man he can get, nor does he

dismiss him as soon as he can get another man to do the same

work at a lower price. He would not find it his interest to do

this ; for his work is of a peculiar kind. His clerks must have

a certain degree of education and of manner, and be taken from

a certain class in society. They are not allowed to engage

in any other employment. They have to maintain a respectable

appearance. They must be qualified not merely for the lowest

post in the bank, but must be prepared to t&a higher posts

should vacancies occur. And in every post they are entrusted

with a large amount of property, and upon their integrity and

prudence much reliance.must at all times be placed. All these

* Principles of Political Economy, by John Stuart MUl, vol. i. pp. 461-475.

2, A
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circumstances serve to show that, in fixing the amount of their

salaries, the banker should be anxious to err (if he errs at all) on

the side of liberality.

He ought also to take into consideration the effect which the

amount of salary produces on the mind and condition of the

party receiving it. If an advance of salary quickens the atten-

tion or the zeal, or strengthens the fidelity of a party, or induces

him to cultivate those talents which add to his efficiency—or if

it enables him to move in a higher class of society, and gives

him a station and an influence which enable him to be useful to

the bank—then is such advance of salary—though entered in

the books under the item of expenditure—an outlay of capital

which is repaid to the banker with interest in the effect it

produces—an outlay that becomes probably one of the most

profitable of his investments.*

In all banks the junior clerks have lower salaries than the

senior clerks. In Scotland, a clerk usually serves an apprentice-

ship of three years, during which he receives but a small salary.

This plan has been introduced into some of our country banks.

In London it does not exist. In the private banks, a junior

clerk usually commences with 60Z. a-year, and a portion of the

Christmas money. In the joint-stock banks, where no Christmas

money is allowed, the commencing salary is usually 80Z. But

the rules of advance are Yarious, and, indeed, must be so,

* We have great pleasure in transcribing the following letter from Mr. Samuel

Jones Loyd.' It was addressed to the chief clerk of his London bank. We
abstain from all eulogium, as the letter will speak for itself:

—

" Deab Mk. Kibbt,
" The enclosed draft for lOOOi. I request you will place to the credit of the

' Clerks' Christmas Fund.' At the close of the first year since my accession to

the head of this concern, I am desirous of offering to those through whose

assistance I have been enabled to bring it to a satisfactory conclusion some sub-

stantial proof of my sense of their services, and of the interest which I feel in all

that concerns their comfort and happiness. The year now closing has been

marked by some circumstances of an accidental and temporary character, which
have tended to throw an unusual degi'ee of labour and trouble on the clerical

department of the ofSoe. Of the readiness with which this difficulty has been

met and overcome I am very sensible, and for this, as well as for the uniform zeal

and integrity witt *hich the general duties of the ofBoe are dischai'ged, I beg

that the clerks will accept my grateful acknowledgment, and that you and they

wUl believe me to be the faithful friend of you all.

(Signed) "S. J. Loyd.
" Lofhhmy, Dec. iitli, 1845."

' Now Lord OverstoUe.
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depending as they do upon the prosperity of the banks, and

other contingent circumstances. One bank may assign a certain

fixed annual increase to each clerk, whether he advance in rank

or not. In this case, his salary will be regulated entirely by the

number of his years of service. Another bank may have a fixed

salary for each post, and a clerk has no increase of salary except

when he takes a step in rank. Another bank may adopt a scale

of salaries combining the principles of the other two. For

instance, every post in the bank may have a fixed mmimum
salary. But each clerk holding a post for a certain period

(say for five years) has an annual advance for that period.

Then he stops, and receives no further advance until he is

promoted to the next post, where again he becomes entitled to

the annual advances belonging to that post. We give no

opinion as to the respective merit of these plans. But there is

one principle we would enforce—that the salaries of the clerks

should be regulated by the prosperity of the bank. If the bank

is prosperous, the clerks ought to share in its prosperity ; and if

the bank is unfortunate, the clerks must consent to share in its

iU fortune. But, under any circumstances, a scale of salaries is

desirable. It prevents caprice on the part of the bank, and

jealousy on the part of the clerks. The amount of salary in

each case should be fixed by rule, and not by favour.

With reference to this subject we quote from Mr. Taylor's

work, entitled 'The Statesman'—a work which he states to

have been the result of twelve years' official experience :

—

" It is often said, that in order to get efficient service good pay must be

offered. But this is not true, as appKed to first appointments of young

men. On the contrary, it will often happen that the largeness of the

temptation, by bringing into activity the most powerful interests through

which abuses of patronage are engendered, will lead to the appointment of

a worse man than would have been obtained by a smaller offer. On the

other hand, though men of promise are to be had cheap, whilst they are

young and their value is little known to themselves or others, they cannot,

when this is no longer their condition, be kept for a small consideration,

or at least kept contented. But a reasonable degree of contentment is of

essential importance where the understanding is the workman. There is

no position so strong as that of a man who stands upon his head ; and if

he be not induced to the activity of just thinking and clear reasoning, he

will hardly be coerced to it. Upon the whole, therefore, I would say, that

what is most conducive to good appointments in the first instance, and

thenceforward to deriving benefit from them, is to offer small remuneration

to the beginner, with successive expectancies proportioned to the merits

which he shall manifest, and of such increasing amount as shall be calcu-

2 A 2
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lated to keep easy, through the progressive wants of single and married

life, the mind of a prudent man. Upon such a system, if uniit men belong-

ing to influential families shall make good an entrance into the service,

they -will be more easily got rid of; since, finding that they have got but

little in hand, and have but little more to look to, they wiU hardly be

desirous to continue in a career in which they must expect to see their

competitors shoot ahead of them."

Securities.—In all banks the clerks give sureties for their

integrity—usually two, of 500Z. each ; and in some banks these

amounts are increased on accession to higher offices. Of late

years societies have been formed, both in England and Scotland,

for the purpose of giving, on the part of clerks and others, the

amount of security required.

The Lords of the Treasury, indeed, all Government Depart-

ments which require securities, and most of the great banking

companies and private banks, accept the guarantee of these

societies in preference to private suretyship.

In the year 1841 the Bank of England took measures for

discontinuing the system of requiring sureties from the clerks.

Every clerk subscribed annually two shillings per cent, upon
the amount of his surety-bond. When he had subscribed in

the course of five years (or immediately if he chose), ten

shillings per cent., the liability of his sureties ceased. Every
new clerk subscribes, when admitted, ten shillings per cent, on
the amount of the bond he would otherwise give. These
contributions are invested in the Three per Cent. Eeduced, or

Consols. This fund is fixed at 6,000Z. stock. When at this

amount, the interest is given to the " Clerks' Widows' Fund,"
a fund established by the clerks, with the assistance and support

of the bank. When the claims have reduced the guarantee

fund below 6,O00Z. the interest goes to this fund until it has

increased to this amount. If the claims reduce the fund so low
as 4,700Z. then the clerks are required to make a further con-

tribution until the fund is again raised to 6,000?. But this

contribution is never more than two shillings per cent, per
annum on the amount of their respective bonds. Nor can any
claim be brought against the fund greater than the amount
of the bond that would have been required from the defaulter.

The clerks still give their personal bonds, which are for the full

amount of their deficiencies. This is an admirable plan for a
large establishment. In adopting it the directors have shown a
sound discretion, as it makes all the clerks interested in
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watching over one another. At the same time, they have
manifested that kindness and goodwill which have, we believe,

at all times distinguished the Directors of the Bank of England
in their conduct towards their clerks.

Mr. Thomson Hankey, when Governor, delivered to the

Banking Institute the following account of the working of this

system :

—

" With regard to the guarantee system, it appeared to him that the
principle adopted in the Bank of England in 1841, by his predecessor, was
capable of extension, with great benefit to the clerks, to many of the other
banking institutions of the country. The principle of that plan was, that
a compulsory payment of 1^. a-year for iiye years, or 51. in one sum, was
required from each clerk, on entering the establishment. These payments
accumulated untQ they amounted to a sum of 6,000Z., the interest of

which was then to be applied to another purpose, for the benefit of the

clerk; but in the meanwhile the fund was applicable to aU losses at the

bank, which, under ordinary circumstances, would fall upon the private

sureties. Every clerk, on entering the establishment, was bound to give

security to the amount of 1,000?. Well, he believed the lowest premium
the guarantee societies would take was 10s. per cent., or 5Z. for the 1,000?.,

and this 51. premium had to be renewed every year. Now, the amount of

this 51. premium from each of the 700 clerks of the Bank of England
would be 3,500Z. a-year. Well, since the guarantee fund to which he had
alluded had been established in 1841, the total defalcations in the Bank of

England had only amounted to about 1,500Z. Now, if the 700 clerks had
paid the 51. a-year each to the guarantee societies for the whole of that

period, it would have raised nearly as much as 40,0002., the whole of

which would have gone into the pockets of the guarantee societies, with
the exception of the 1,500?. which would have been necessary to make
good the defalcations. Now, if 40,000?. had been paid in premiums, and

1,500?. had been the loss, it would require very little argument from him
to show that the guarantee societies would have been very great gainers,

at the expense of the clerks."

V. The System of Promotion.

It need hardly be observed that some posts in a bank are

more important than others, and it is always desirable that

the most clever men should occupy the most important posts.

This object is desirable, but how is it to be attained ?

The three main divisions of employment in a London bank

are—the cashiers' department—the accountants' department

—

and the tellers', or out-door department All the clerks enter

in the first instance in the tellers' department, and their first

duties comprise the collection of the payment of bills. The

senior tellers are occupied within doors in various duties con-
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nected with the out-door operations. From this department, as

vacancies occur, the clerks are promoted to higher posts in

either the cashiers' or the accountants' department.*

The Cashiers' Department.—The cashiers of a bank stand

at the counter, and attend to the pubh'c. These officers, in

Scotland, are called tellers ; but in Scotland their duties are

less important, as tellers pay no cheques until they have been

marked by the accountant, who is their superior officer. We
should form a very inadequate idea of a cashier in a London

bank if we considered him only as a mere counter of money.

Quickness in counting money is indeed one very necessary

qualification. But besides this he should have such a mental

organization that he can recollect the general average of each

customer's balance, so as to be able to pay their cheques

without a too frequent reference to the ledger-keeper. He
should also possess a quickness of eye in detecting forged

signatures—a self-possession, so as to be cool and collected

when the counter is thronged with people—a command of

temper, so as not to be irritated by undeserved reproach—and

not only a general courtesy of manner towards the public, but

a peculiar urbanity towards the customers of the bank, with a

readiness and an anxiety to promote their convenience in any

matter on which they may require information or advice.

In fact, it may justly be said, that there is no class of clerks on

which the reputation of a bank with the public so much
depends as on the cashiers. And hence, in London banks,

those clerks who are deemed the quickest, the most able, and

the most gentlemanly, are usually promoted to this office.

The Accoimtants' Department refers to the keeping of the

books and the accounts. The main qualifications for the clerks

in this department are—good handwriting, accuracy in figures,

and method in the arrangement of their work. Slowness is no

positive disqualification, provided it be associated, as it often is,

with application and perseverance. An accountant is not com-

pelled to do any given quantity of work within a given time.

By a proper arrangement of his duties he can usually contrive

to keep himself pretty equally employed during the whole of

* It is of course in large banks, where there is necosaai'ily a great subdivision

of labour, that these three departments exist in a sepai-ate form. In smaller

banl£S, though the duties arc the same, yet one clerk may, in one day. perform

duties belonging to each of the three departments.
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the day, and on busy occasions he can perform what remains in

the evening, after the hours of public business. A steady

perseverance is of the first importance. But we must dis-

tinguish between those qualities required in the clerks of the

accountants' department, and those required in the accountant

himself.

The chief accountant in a bank is not a mere book-keeper.

It is one thing to keep a set of books previously prepared and

arranged, and another to frame a set of books, or a new system

of book-keeping, adapted for any operation that is proposed to

be carried on. In the latter case, mental powers are required

that are by no means common. And even where a system is

established, the chief accountant of a bank will often have

occasion to consider the best way of passing certain transactions

through the books—of framing abstracts of operations which

the books may not immediately supply—of making difiScult

calculations, and of examining lengthy and complicated ac-

counts, and exhibiting them with clearness and brevity. A good

system of book-keeping, and a clear-headed accountant, would

have prevented many a bank from stopping payment.

From this statement of the qualifications of cashiers and

accountants, it wiU appear that most clerks will be more fitted

for one office than the other, and it is desirable that each clerk

should be placed in the department for which he is best

adapted. Where there is no peculiar adaptation, and where

there is no marked difference among the clerks, the promotion

should go according to seniority—not seniority in regard to

age, but seniority according to the time they have been in the

bank. But it will often happen, not only in the firsts but also

in subsequent steps of advancement, that the clerk who is

entitled to a vacant post by length of service, is not so well

qualified for it as some of his juniors. But even in this case,

the individual should not be passed over, if he can perform the

duties with an average degree of efficiency. Should he, how-

ever, be wholly unqualified, or fall below mediocrity in his

qualifications for the office,. there should be no hesitation in

promoting over him some other clerk better adapted for the

office. As, however, all such cases will give rise to some

suspicion of favouritism, and as the party who is passed over is

sure to think himself unfairly treated, it is desirable that the

clerk thus promoted should possess such a marked superiority
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over the other, that no doubt can exist of the justice and

propriety of the arrangement.

VI. The Eules of Discipline.

As the discipline of the office must depend very much upon

the chief clerk, a description of his duties will describe many of

the duties of the other clerks.

The office of chief clerk requires qualifications of no ordinary

kind. It need hardly be said that he should possess a thorough

knowledge of the business of the office. He ought also to

possess certain moral qualifications, such as a command of

temper, a love of order and regularity, a rigid adherence to

discipline, accompanied by kindness of disposition and of man-

ners towards his colleagues, a gentlemanly and courteous de-

meanour, and, above all, he will be expected to exemplify in

his own conduct those precepts it may become his duty to

inculcate upon others.

The following are the principal duties of a chief clerk :

—

To see that the clerks come at proper time in the morning,

are not absent unnecessarily during the day, and that they do

not leave the bank at night until they have finished their

work.—To see, by occasional inspection, that all the books of

the office are kept in a proper manner, and where he finds this

not to be the case, to give such instructions and admonitions

as the circumstances may require.—To see that during the day

the counter is properly appointed, and that no delay takes

place in attending to the wants of the public. For this purpose

it is desirable that his desk should be so placed as to command
a view of the counter.—To see, by occasional inspection, that

the customers' books are written up in a proper manner, and in

case of complaint he will personally investigate the matter, and

explain it to the customer.—To see, early in the morning, that

the balance was correct on the preceding night, and when
otherwise, he will himself attend on the second or third

evening, and direct that proper means be employed to discover

the difference.—To count, at such times as may be deemed
proper, the money of the several cashiers, and when necessary

to report thereon to the Banker.—To see that all the officers

of the bank conduct themselves towards each other and the

public in a courteous and gentlemanly manner, and to maintain

throughout the office a proper state of discipline and subordina-
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tion.—To take charge of the stationery and other matters used

in the o£Bce, and to prevent any loss or waste of any portion of

the property of the bank.

Besides the points of discipline hinted at in the above

description, there are others that may require more particular

notice, as

Punetuality of Attendance.—To insure punctuality of at-

tendance in the morning, some banks adopt the practice of

keeping a book, in which every clerk writes his name on his

arrival, and when the time has expired, a line is drawn, which

shows who has arrived in time and who has arrived late.

Punctuality of attendance is an index of character. It may
fairly be inferred that those who are the most punctual in the

morning wiU be most attentive to their duties during the day,

that they have formed the most regular habits, and are,

consequently, the most deserving of promotion. Those, too,

who are the most punctual are the most deserving of occasional

holidays. They who are habitually late must be regarded as

having chosen to take their holidays by piece-meal each day,

and they can, therefore, have no claim to other holidays besides.

In all applications for promotion or leave of absence, it is

deserving of inquiry, whether the party is usually punctual in

his attendance. "With regard to absence from illness, it cannot

be supposed for a moment that any clerk would pretend to be ill

when he is not so, in order to have an excuse for absenting

himseK from the bank. An act of this kind would show such a

want of personal honour as should be a disqualification for

holding any ofSce in a bank.

"Few things occasion more dissatisfaction and annoyance

to the superiors in a bank than the absence of clerks on

every slight attack of illness. Unless a clerk feels himself

quite unable to perform his duties, it is very injudicious for

him to absent himself. It interferes with his promotion, for

his superiors will be reluctant to advance him to any post

where his absence would be more inconvenient than while he

is engaged in an inferior situation. In addition to this, the

superior in the office may attribute the attack of 'bile' or

' indigestion ' to the indulgence of a convivial taste, which it

will be well for a clerk to avoid obtaining a character for.

And, under any circumstances, a man who continues at his

post as long as he is able, will stand much higher in the
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estimation of those with whom he is engaged than he who

forsakes his duties on every trivial occasion."
*

A clerk should take care of his own health. We think it

it is better for him to stand than to sit at his work. His desk

should be raised to such a height that he can do this without

stooping. He should at all times avoid pressing his chest

against the edge of the desk, as that may produce serious

complaints. The post most friendly to health is that of

cashier. He is generally standing; his attention and mental

faculties are in more constant activity, and he is obliged to

talk, which is useful to the lungs. It may be doubted

whether the exercise of the intellectual faculties, when not

carried to excess nor attended with anxiety, is ever injurious

to health. Those mental operations which are connected

with the office of a bank clerk are in themselves beneficial.

It is the confinement, the impure air, and the keeping of the

body too long in one posture, that affects the health. Hence
clerks should live at a distance from the bank, and walk to

and fro. If they reside at the bank, they should take

exercise in the open air, either in the morning or the

evening. When the weather is bad, they can walk up and

down the room, with the windows open. Any kind of amuse-

ment that should throw the body into a variety of attitudes,

would be useful. Singing is friendly to health, if not carried

to excess, nor practised in confined or crowded apartments.

Boating, in moderation, is serviceable. Gardening is highly

beneficial. A clerk who wishes to enjoy good health should

never keep late hours, nor get into debt, nor gamble in the

funds. He should also have a hobby, that is, some kind of

fixed amusement to employ his time when absent from the

bank, in order to change the current of his thoughts, and to

counteract those
_
evils that sometimes arise from a monotony

of occupation. If this hobby should be of a kind to be
useful or instructive as well as recreative, all the better.

The great disease against which he should guard is con-

sumption. He will be more subject to this in youth than
in more advanced age. And it has been remarked that healthy

young men, fresh from the country, when appointed clerks,

have become more susceptible of consumption than less

* The Banker's Clerk, p. 151, an excellent little work, published as one of the
series in the Guide to Service, by Mr. Charles Knight.
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robust persons who have been seasoned by a residence in

London.

The Bank of England have a medical gentleman who
attends at the bank one hour every day. He is employed by
the directors upon matters connected with the health of their

clerks. Every clerk, when appointed, is examined, to as-

certain that he is in good health. If he applies for leave of

absence on the ground of ill-health, he undergoes a medical

examination. If absent from illness, he is visited by the bank
surgeon, who reports to the directors upon the nature of his

complaint, and its probable duration. If a clerk complains

that his employment is injurious to his health, he is examined,
and in some cases his employment is changed. If he applies

.for a pension on account of age or illness, he is also examined.

In each of these cases a formal medical report is drawn up, and
laid before the directors. It is not the duty of the surgeon

to prescribe for the clerks; but in the case of the porters or

messengers, he acts as their medical attendant, and is paid by
the bank.

It is worthy of inquiry, whether this excellent arrangement

might not be extended, and adopted by other banking institu-

tions. Why should not every large company give a fixed

salary to a medical man to attend to the health of all their

clerks? This would often be useful in preventing illness, or

in checking its first approaches. It would thus preclude, in

some cases, those inconveniences which are now felt through

the absence of sick clerks ; while it would be a boon to the

establishment, and save them what, in some instances, must be a

heavy item of expense.

Holidays.—It is desirable, on several accounts, that all the

officers of a bank, and especially those who are entrusted with

cash or other property, should once a year have leave of

absence for at least a week or a fortnight. This should not

even be optional—it ought to be a fixed rule with which

they should be expected to comply. These absences should be

arranged to take place at those seasons of the year when they

will be of the least inconvenience to the business of the bank.

These holidays ought to be readily granted on the ground of

kindness and humanity ; but where these feelings do not exist,

motives of self-interest alone would prompt a ready acquiescence

in such applications. In the first place, a great inconvenience
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is often experienced in large establishments frona the illness of

the clerks when they are denied proper seasons of relaxation.

In this case, the loss of time from ill-health is greater than that

which would be occasioned by holidays. A sick clerk, even

when he attends to his duties, is neither so quick, nor so correct,

nor can he get through so much work, as a clerk who, by proper

recreation, has been kept in perfect health. These occasional

holidays tend very much to improve the efficiency of an office.

When a clerk is absent, the next in seniority takes his place

;

and when all the clerks have been absent in turn, every duty

in the bank becomes perfectly familiar to at least two persons,

so that in the case of those absences which arise from un-

avoidable causes, little inconvenience comparatively is felt.

But while the bank is thus rendered independent of any one-

individual, it must not be supposed that the absence of a clerk

lessens the importance attached to his services. When a clerk

is really efficient, an occasional absence renders his value more

apparent, and increases the estimate formed of his character

;

while the indulgence he has received will stimulate his energies

and increase his desire to render himself more than ever useful

to his principals.

Another advantage to a banking establishment from the

absence of their clerks is, that it furnishes an additional

guarantee for their honesty. We have known instances of

frauds being carried on for several years by clerks who were

constant in their attendance, while a single day's absence would

necessarily have led to a detection of their dishonesty. Wheti

a clerk takes his holidays, all the property under his care is

given over into other hands ; and the knowledge that he will be

called upon to do this periodically, may deter him in the first

instance from commencing a career which must be thus

necessarily exposed.

The following is stated in a City Article of the Times to be

the arrangement of the Bank of England on this subject :

—

" It is not generally known that the Bank of England have recently

entered into an arrangement by which all the persons on the establishment

are allowed leave of absence once every year, the holiday varying in

length according to the length of service. To carry out this plan, the

whole number of persons is divided into four portions, and each of these

four portions takes the vacation in one of the four periods of the year

that follow the payment of the dividends, and precede the shutting, these

being the periods in which the least business is done. So complete is the
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system, that the parties who take their holiday in the spring quarter one

year, take it in the summer quarter in the year following, and so on
through all the four, that one may not have an unfair advantage over the

other. The shortest holiday, we understand, is about nine days, and the

longest about three weeks."

Customers' Boohs.—It should be a great object witli the chief

clerk to see that the customers' books are written up correctly

and neatly, in a good handwriting, and free from blots or

erasures. These are the only books that go out of the bank,

and therefore they are the chief means by which the customers

can judge as to the manner in which the business of the office is

conducted. It is not advisable that the writing up of these

books should be left to the junior clerks. They should be placed

in the hands of clerks of some standing. The same book should

always be written up by the same clerk ; and when it can be so

managed, the credit and debit side should both be in the same
handwriting. One of the best writers in the office should be

appointed to this post, and his salary should be proportionate to

its importance.

It is the practice of all bankers to let the customers' book be

a copy of the ledger with the sides reversed. Thus the credit

side of the ledger is the debit side of the customers' book. The

reason assigned for this is, that the ledger is the banker's

account against his customer, and the book is the customer's

account against the banker. Hence the customer, when he

looks at his book, has at bis left hand the sums with which he

has debited his banker, and at his right the sums which are to

the banker's credit.

Cashiers' Defieieneies.—It cannot be expected that a cashier

can receive and pay away money for a whole year, and yet

never make any mistakes. Some deficiencies will be sure to

arise. Each cashier is considered liable to make good his own
loss. But, to meet these deficiencies, some banks allow to each

cashier a certain sum—say 20Z. or 30?. per annum—which is

called risk-money. Others pay such deficiencies as may arise

during the year, giving an admonition to any cashier whose

deficiencies are usually large. Superior accuracy in this respect

is also considered as one test of superior merit, and therefore as

forming one claim to promotion. When a cashier takes his

holidays, he delivers up his cash to the chief clerk, who counts

it, and sees that it is correct, and then delivers it to the clerk

who is to act for the cashier, who signs an acknowledgment in
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the money-book that he has receiyed the right amount. The

cashier, on his return, will make a similar entry. It is said to

be the practice in some establishments for the chief clerk to

count the cash of all the cashiers every Saturday night. But

when, from the extent of the business, this cannot be done, he

counts the cash of each cashier individually, at such times as

may be most convenient to himself, giving the cashier no

previous notice of his intention to do so. He immediately

reports to the banker any deficiency he may discover. In all

banks it is understood that the cashier is not allowed to apply

any part of the bank money, even temporarily, to his private

use, nor to lend any sum, however small, to the other clerks, upon

their I.O.U.s, or other engagement. Any violation of this rule,

though with no fraudulent intention, is considered a sufficient

ground for instant dismissal.

Gambling in the Funds, or in Shares.—Some banks make it a

rule to dismiss any clerk that is found to be engaged ia

transactions of this kind. The evil effects of such practices are

very great. Speculative engagements will necessarily distract

their minds, and draw their attention from their official duties.

If unfortunate, their personal comforts may be diminished:

they may incur debts that will require years of saving to

liquidate, or they may be tempted to actions which would ruin

themselves and disgrace their families.

VII. The Training of Clerks for higher Offices.

Whatever natural talents a young man may have when he

enters a bank, he cannot be expected to perform his duties well

until he has been instructed. There is a good way and a bad

way, a quick way and a slow way, of performing even the most

simple operation. Incorrect or slovenly habits, when once

acquired, are not easily abandoned. When, therefore, a young
man enters a bank, he should be placed under the tuition of

another clerk, well qualified to instruct him with regard to all

his immediate duties. It is also desirable that the chief clerk

should not have much manual labour, but should have leisure

to walk round the office—stand for a while at the elbow of each

clerk—observe his peculiar defects—and give such instructions

as he may deem necessary or useful. The senior clerks,

generally, should also be ready at all times cheerfully and
courteously to give instruction to their juniors.
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There iire many ways of ascertaining the relative merits of

a clerk. There is one obvious way ; that is, to inspect the

books which he keeps. It can readily be seen if they are kept

in a good and neat hand—if there are any blots or erasures

—

and if they indicate any great degree of carelessness or other-

wise. Quickness is generally an evidence of cleverness. A
clerk who can count notes very fast, or who can cast up a long

column of figures very quickly, and yet accurately, is generally

a clever man. Quickness of hand denotes quickness of head,

and it will generally be found that these two kinds of quickness

go together. We do not say that this mechanical quickness of

head proves soundness of judgment, but neither does it prove

the reverse. In a clerk it is a decided recommendation.

Another test of the cleverness of a clerk is, the opinion

formed of him by his fellow-clerks. When men associate

together day after day for a number of years, both their

excellencies and their defects become known to each other,

and each man falls into the position to which his qualities

entitle him. The opinion which any one clerk expresses of

the relative merits of the other clerks will generally be correct,

when his own interest is not concerned. The opinion he may
express will, in fact, be the opinion of the office, formed not

only on his own experience, but also on the experience of all

the other clerks.

The report of the chief clerk will generally express this

united opinion of the office. But it is well for a banker to

keep himself well acquainted, at all times, with the sentiments

generally entertained by the chief clerk respecting the other

clerks, and not ask his opinion merely when there is an opening

for promotion. On these occasions, feelings of kindness, or the

reverse, may induce a chief clerk to speak of the party in a

somewhat different tone from that which he would employ at

ordinary times.

With a view to the proper training of clerks, it is desirable

that there should not be too many in proportion to the work.

If the clerks .are unemployed for any considerable portion of

the day, their habits of attention, of industry, and of quickness,

are impaired, so that they do less work even in those hours in

which they are occupied. The duties of each clerk should be

sufficiently heavy to require a continuous application of the

mind during the whole of the working hours. If a banker find
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that the clerks have time to read books or newspapers, or to

carry on either gambols or quarrels among themselves, during

the hours of business, he may safely infer that he has too many
hands. By reducing the number he will make each clerk more

efficient, and the work will be better done. He wlU also be

able to increase their salaries individually. It is better that

the same amount of money should be distributed among a

smaller number of effective men than among a larger number

who are less effective. The amount of Christmas money received

by each will also be greater.

For the purpose of training the clerks, it is desirable that

their labours should be so subdivided as that the duties of one

office should be a training for the office immediately above it.

The clerk, on his entrance into the bank, wiU thus have to

perform those operations that require the least degree of pro-

fessional knowledge—of knowledge peculiar to the business of a

bank—and will advance step by step (each step requiring but a

small addition to his previous knowledge) to the higher posts.

When it is ascertained for which department—the cashier's or

the accountant's—the teller is best adapted, he should be put

into that post the operations of which will form the best

training for those duties which, when promoted, he will have to

discharge.

The occasional absences of the clerks are conducive to their

improvement. The juniors thus learn to perform the duties of

their superiors. New arrangements are formed temporarily for

a different division of labour, and, the hands being fewer, an
additional stimulus is given to exertion. It is also useful, when
it can be done, for the clerks to change occasionally, and do
each other's work. Every clerk should be encomaged to sug-

gest any improvements for abridging or facilitating his own
labour. When a bank has several branches, it is often ad-
visable that an occasional absence at one branch should be
supplied by a clerk brought from another branch. A good
inspector of branches will inspect the cashier's and the ac-

countant's department, as well as the manager's ; and when he
finds any improvement at one branch, he will introduce it into

all the other branches.

But the greatest stimulus to improvement in the clerks is an
impartial system of promotion. It is, perhaps, desirable that
instances should occur sometimes, of a clerk, who is entitled to
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a higher post from seniority, being unfit to take it, in order to

show that superior merit is regarded. But it should always be
obvious that the clerk who is promoted has superior merit.

If a clerk is put over the head of another from favouritism, or

caprice, on the part of the banker—or from the influence of

friends, customers, or shareholders—or even for qualities good
in themselves, but not increasing his efficiency as a clerk—then

will great evils arise from his appointment, even though he

should be as well qualified as the man who was entitled to the

post from seniority.

Another effectual means of training clerks is the daily balance.

The books are balanced every night, before the clerks leave

the bank. But mistakes will necessarily occur during the day,

and to discover these will occupy a little time. The total

amount of error is called " the difference ;" and to endeavour to

discover the error is called "searching for the difference."

Those clerks who are thus employed in the evening are said to

be " upon the balance." In large establishments it is usual to

divide the whole body of clerks into classes, who take it in turn

to be " upon the balance." By this arrangement, all those who
are not " upon the balance " can leave the bank as soon as

their own work is done. The smaller the number of clerks on

the balance, the better. Thus, in a bank of forty-two clerks,

sis would be sufScient to be on the balance. If a larger

number— say twelve— were retained, the juniors would do

nothing, or else they would be employed on the inferior books,

from which they would learn nothing. But when only six are

retained they must all work, and, what is better still, they must

all think. They will all acquire a thorough knowledge of the

whole system of book-keeping, and be able to ascertain in what

way errors in one book may counteract errors in another book,

and how the errors discovered will bear upon " the difference."

In large establishments, almost the only way in which a junior

clerk can learn the whole system of book-keeping, is from being

" upon the balance." But this is an effectual one. It also

gives him an opportunity of showing his talents. Some clerks

are iar more quick in discovering the difference than others are

;

and this quickness is generally a fair criterion of the general

talent of the party. The clerk who "skulks" the balance

avoids the best means of improvement, and the best opportunity

of showing his talents. But such persons have usually no

2 B
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talents to show. A clerk who acts in this way betrays a

consciousness of being a fool.

We have here spoken of that kind of training which is

adopted to the making of clever clerks. But as in the joint-

stock banks a clerk may become a manager, it is desirable that

those clerks who are deemed the most clever should be put

under a course of training that will, with experience, qualify

them for that office. It is, in some respects, more difficult to

do this in a large establishment than in a small one. In a

bank that has forty clerks, one clerk sees only a fortieth part

of its operations. In a bank where there are only ten clerks,

one clerk sees a tenth part, and may easily acquire a tolerable

knowledge of the whole. A bank that has many branches has

a great facility for training clerks to become managers. When a

branch manager is absent from illness, or any other cause, one of

the senior clerks of that or some other branch will take his place,

and thus gradually become accustomed to the duties of the office.

The clerks thus selected for this kind of training should be

young men who are quick and efficient in the discharge of all

their official duties, and, moreover, possess a good temper,

gentlemanly appearance and manners, a degree of literary

information, with a desire of improving their knowledge and

their talents. They should not be young men who have entered

the bank until they can get something better, but those who

look to banking as their profession, and are ambitious of

attaining to the highest posts in the establishment. But

beyond the qualities we have enumerated, it is necessary, above"

all things, that they should have habits of business.

" Habits of business is a phrase wbicli includes a variety of qualities

—

industry, arrangement, calculation, prudence, punctuality, and persever-

ance. And these virtues are exercised, not from the impulse of particular

motives, but from habit. If you hear a man boast of being industrious,

you may safely infer that he does not possess the habit of industry; for

what a man does from habit, he does mechanically, without thinking of

the merit of his actions, though they may be highly meritorious. Habits

of bitsiness are essential to a merchant. But though essential to a

merchant, they are not peculiar to him. They are as necessary to a

professional man as to a merchant—as necessary to ladies as to gentlemen

—as necessary for the government of a family as for the government of a

commercial establishment. The greater the intellectual talents of the

individual, the more necessary are habits of business to keep him steady

in his course. The more canvas he spreads, the more ballast he requires.

If we examine the history of those illustrious characters who have risen to
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eminence as the masters, the legislators, or the instructors of mankind, we
shall find they have been as much distinguished by their habits of business

as by the superiority of their intellect ; while, on the other hand, we could
easily point out, in every science and in every path of life, some young
men who, though of towering genius, have become lost to themselves, and
have disappointed the hopes of all their friends, through a want of habits

of business. They have burst upon the world with more than noon-tide

splendour, they have attracted universal notice, they have excited big

expectations, and suddenly they have darted into an oblique course, and

passed into oblivion."*

If a clerk be intended to be trained for a manager, it may be

questioned whether he will be improved by remaining a long

time as a clerk. The two offices are very distinct, and they

call into operation distinct qualities and operations of mind.

A very old banker's clerk (unless he has been a chief clerk) is,

generally, from the very length of bis service, disqualified for

being a manager. Seven to ten years' experience as a clerk is

quite long enough, and after that period the sooner he becomes

a manager the better, provided he has the necessary qualifica-

tions. Even during that time he should have been occasionally

employed in those operations that require the exercise of his

faculties as a man of business. It has often been said, that

good servants make bad masters. If this be true, it is probably

the result of an intellectual more than a moral deficiency.

A lengthened service causes the mental faculties to move in a

routine from which they cannot be suddenly aroused into an

attitude of independence, so as to be able to trace causes and

efiects, to balance opposing considerations, and to engage in

.those reasoning processes which are required by the exercise of

authority. Hence it is, that before a clerk is appointed a

manager, he should undergo some kind of training. The best

training for being a manager is that of being chief clerk, or of

holding an equivalent post next to the manager. It will

necessarily follow that the holder of such a post will have

occasionally to take the place of the manager, and the manner

in which he may then act will be a fair criterion by which to

judge of his qualifications for that or a similar situation.

Among the means of training clerks for superior offices, we

should give a high rank to the formation of a library of banking

books, to which the whole of the establishment should at all

times have access. The remarts we made in a letter, addressed

* Lectures on Ancient Commerce, by J. W. Gilbart.

2 B 2
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to the manager of a country bank, in the year 1846, and whicli

^vas afterwards published in the sixth volume of the Bcmkers'

Magazine, are, we think, not inapplicable to this subject :

—

" I wish you would advise your directors to celebrate their

success by sending to each of their branches monthly a copy

of the Bankers' Magazine. I am sure this would be a profitable

investment of some portion of your surplus funds, and would

yield an ample return in the results arising from the increased

knowledge and skill of your managers. Here they will learn

points of law and of practice, with which they were previously

unacquainted, and be better prepared to deal with such eases

when they occur in their own experience. It seems peculiarly

necessary that managers of branches, who have not the oppor-

tunity of immediately consulting with any of the directors,

should be supplied by the bank with the means of obtaining

this kind of information. Losses are sometimes incurred by

joint-stock banks through the want of knowledge of a little

banking law on the part of their principal officers. The
managers would not be the only gainers. The other officers

of the branches would have the opportunity of self-improvement,

and thus routine clerks might become intelhgent bankers, and

you would train in your own establishment a constant supply of

able men to take the places, when necessary, of the existing

managers. It is one of the excellences of our system, that the

junior clerks may look forward to being placed at the head of

the establishment ; but this can only take place in those

instances wherein the clerks endeavour to acquire that pro-

fessional and general knowledge which is necessary in the

present day, in order to discharge the duties and maintain the

position of a manager. Unless they do this, those who are now
clerks will remain clerks as long as they live, and the next

generation of managers will be taken from the more instructed

classes of society."

The manager of a joint-stock bank in the midland counties

informs us that his directors recently voted lOOZ. towards the

formation of a bank library. To the directors of other banks
we would say, "Go and do likewise."

*

* In the year 1850 a Literary Asaooiation was formed by tlie clerks of the

Bank of England. The directors assigied three rooms within the Bank for a
Library, a Keading-room, and a Lecture-room, and gave 500Z. towards the funds.

Several of the directors individually presented also handsome donations of both
money and books.
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In training clerks for intellectual offices, it is advisable not
to give them too many instructions with regard to minute
details. They should be taught to think for themselves. A
man's talents are never brought out until he is thrown, to some
extent, upon his own resources. If, in every difficulty, he has
only to run to his principal, and then implicitly obey the

directions he may receive, he will never acquire that aptitude

of perception, and that promptness of decision, and that firmness

of purpose, which are essentially necessary to those who hold

important and responsible offices. Young men who are back-

ward in this respect should be entrusted at first with some in-

ferior matters, with permission to act according to their discre-

tion. If they act rightly, they should be commended; if

otherwise, they should not be censured, but instructed. A fear

of incurring censure—a dread of responsibilty—has a very de-

pressing effect upon the exercise of the mental faculties. A
certain degree of independent feeling is essential to the full

development of the intellectual character. It should be the

object of a banker to encourage this feeling in his superior

officers. Those bankers who extend their commands to the

minutest details of the office, exacting the most rigid obedience

in matters the most trivial, harshly censuring their clerks when
they do wrong, and never commending them when they do right,

may themselves be very clever men, but they do not go the

way to get clever assistants. At the same time, they exhaust

their own physical and mental powers by attending to matters

which could be managed equally well by men of inferior talent.

After a clerk has become a manager, his education has yet to

be completed. Lord Bacon observes, that reading makes a wise

man ; writing an exact man ; and conversation a ready man.

Whatever knowledge he may have acquired by reading or other-

wise—however exact he may have been in the discipline of the

office-—the young manager has yet to become a ready man.

He has to apply his knowledge promptly and independently,

and, at the same time, wisely. This habit he will acquire by

time. The exercise of authority over other men produces an

independence of mind which is friendly to the maturing of the

understanding ; while the necessity for giving immediate de-

cisions in conversation with his customers will have a tendency

to produce promptness of judgment. There is no profession

in which experience, is more useful than in banking. But it is
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usefu], not so much in the amount of knowledge that is acquired

(though that is important), as in the improvement it imparts to

those intellectual faculties which are called into exercise. It

is by constant practice that these faculties gather strength.

Habits are formed by repeated acts, and they can be formed in

no other way.

Before closing this section on the administration of the office,

we may observe, that although the duties of a chief clerk are

quite distinct from those of a banker, yet in small establish-

ments they are often performed by the same person. In branch

banks, generally, the manager is both the banker and the chief

clerk. -But as the branch increases, the manager will gradually

transfer to the second officer the duties of the chief clerk, and

confine his own attention to those of a banker. It is too much
the practice in England to view a bank manager as holding the

same relative position in a joint-stock bank which a chief clerk

does in a private bank. This is an error. A manager is not a

banker's clerk—^he is a banker. And although he may reserve

some important cases for the consideration of his directors, yet

they are usually such cases as a private banker would reserve

for consultation with his partners, or on which, had he no part-

ners, he would take time to form his own determination.

It may also be observed, that although the government of

the office will generally be left entirely to the chief clerk, and it

is not necessary that the banker should be made acquainted

with all the trivial delinquencies of the clerks, yet there are

certain acts of misconduct that must always be reported, and

when reported must be dealt with by the banker himself. In a

well-disciplined establishment these cases will be rare, but they

will occur sometimes, and then the mode of reproof or punish-

ment will be regulated by the kind of offence and the character

of the party. Every act of dishonesty, however trifling the

amount purloined, must be followed by instant dismissal. Acts

of deliberate disobedience to orders, gross disrespect to superior

officers, or acts of immorality that would bring discredit on the

bank, will generally be visited with the same punishment. But
extreme punishment should be inflicted only in extreme cases.

Mere accidental errors, though they may sometimes occasion

great loss, must not be treated in the same way as those faults

which arise from gross neglect, or which imply a deficiency in

personal hohour. It is general! y agood rule that a banker should
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not reprove a clerk in the presence of the other clerks. By
following this rule, he can adapt his reproofs to the character and
position of the party ; for a valuable clerk, even when really
culpable, is not to be treated in precisely the same way as

another whose services are of less importance. Nor is it any
violation of justice, that those faults which arise from inadver-

tence should be viewed differently from those that arise from
bad habits. Nor will it tend to impair the discipline of the
office should it be known that a good character will sometimes
get a young man out of a scrape, while he who had not that
good character would be punished more severely for a less

important offence. Another rule to be observed in administer-

ing reproof is,—in reminding a clerk of his defects, to commence
with telling him of his good qualities. There is a credit as well

as a debit side in every man's character ; and it seems hardly

fair to run over all the debit items, and say nothing of the other

side of the account. This plan, too, increases, instead of dimin-

ishing, the pungency of the reproof, while it removes from the

mind of the party any impression that the banker is influenced

by motives of personal dislike.

SECTION XIII.

BANKING BOOK-KEEPING.

" Although the business of keeping books is extremely easy

when once the accounts are properly arranged, yet the adapt-

ation of the principle of Double-entry to extensive and compli-

cated transactions, so as to receive the full benefit of the system,

is a process which requires the most complete knowledge, not

only of the practice, but also of the science, of book-keeping."
" Book-keeping, like all other arts, can only be mastered by

industry, perseverance, and attention. The learner must think

for himself, and endeavour to understand the why and wherefore

of all that he does, instead of resting satisfied with vague notions

and words devoid of sense."

"The study of book-keeping affords an excellent means of

intellectual discipline; that is, when its principles are ex-

hibited as well as their application. When the reasoning powers

are called into exercise as well as the memory, the student who

has carefully attended to the instructions, and who is the master
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and not the slave of rules, will experience no difficulty in un-

ravelling or adjusting any set of accounts, however complicated

or diversified."*

We have commenced this section with these quotations in

order to qmcken the attention of the reader to a subject which

by those who do not understand it is considered complicated, and

by those who do understand it is considered dull. It is, in fact,

neither the one nor the other. But still it is a subject on which

it is difficult to write in such a way as to avoid the possibility

of being misunderstood. We purpose in this section—

•

I. To notice those Preliminary Operations with which a

young Book-keeper should become acquainted.

II. To describe the system of Banking-book-keeping as pub-

lished in the former editions of this work.

III. To state those Improvements of which this system has

been found to be susceptible.

IV. To trace the Eesemblance between Banking Book-keeping

and Mercantile Book-keeping.

I. Preliminary Operations.

When a young man enters a bank as a clerk, he should be

instructed to be careful with regard to his handwriting, or, in

his anxiety to write fast, he may forget to write well. If he

write a bad hand, he should not be above taking a few lessons

from a professor of penmanship, who will teach him to write

fast and well at the same time. But, however badly he may
write, he should try to write plainly. Plainness is of more conse-

quence than neatness or elegance. He should be very careful

in writing the names of the customers of the bank. If he write

them illegibly, there will be a loss of time in making them out,

or they may be misunderstood, so that money may be posted to

the wrong account, and thereby loss arise to the bank. On this

account also, when two or more customers have the same sur-

name, he should be very careful to write the Christian names
fully and distinctly.

The necessity for writing quickly, and the want of carefulness

at first, are the causes why so few bankers' clerks comparatively

write a good hand. But they should remember, that this is a

most important qualification, and a deficiency in this respect

may be an insuperable bar to promotion. Without this attain-

* Double-Entry Elucidated, by B. P. Prater.



Banking Book-keeping, 377

ment a clerk cannot be put to write up the customers' books,

nor to make out the country accounts, nor to write the letters,

nor to fill the ofSce of secretary. " You ought to be careful to

write a plain hand. You impose upon your correspondents a

very unnecessary and a very unpleasant tax if you require them
to go over your letters two or three times in order to decipher

. your writing. A business hand is equally opposed to a very

fine hand. A letter written in fine elegant writing, adorned

with a variety of flourishes, will give your correspondent no

very high opinion of you as a man of business."*

The plan of writing-masters who advertise to teach good and

expeditious writing in a few lessons is as follows :—The pupil

rests his hand upon the paper without touching it with his little

finger. All the motion is then made from the wrist. Those

who have to write their names many times in succession, sucli

as in signing bank notes or in accepting bills, will find that on

this plan they can get through their work in much less time

than if they bend their fingers with every stroke of the pen.

The young clerk should also be taught to make his figures

clear and plain, so that a 2 cannot be mistaken for a 3, nor a 3

for a 5. He should also take care that the tail of his 7 or his 9

does not run into the line below, and thus turn a into a 6, and
,

and also that the top of his 4 does not reach so high as to turn

a in the line above it iato a 9. He should be careful, too, in

putting his figures under one another, so that the units shall be

under the units, the tens under the tens, the hundreds under the

hundreds, and the thousands under the thousands. Otherwise,

when he adds up the columns together, he will be in danger of

making a " wrong cast."

He will also learn to use both hands at the same time. In

counting gold or silver coin, he will count with two hands in-

stead of one, and thus do double the work. In entering a num-

ber of cheques or bills, while he holds the pen in one hand he

win hold a cheque in the other, and then turn over the cheques

as quickly as he enters them. He will always turn them over one

on the back of the other, so that they will be in the same order

after he has entered them as before, and when they are " called

over" they will come in the same order in which they are

entered.

* Lectures on the History and Prmcij)les of Ancient Commerce, by J. W.

GUbart.
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He must also learn to "cast" quickly aud accurately. The

two main qualifications in this operation are accuracy and quick-

ness. To insure accuracy a clerk will cast everything twice

over. The first time he will begin at the bottom of the column,

and the second time at the top. If he begin both times at the

bottom of the column, the association of figures will be the same;

and if he has fallen into an error the first time, he will be apt

to fall into the same error the second time : but if he changes

the order, the association of the figures will be different, and he

will not be likely to fall into the same error. Quickness can be

acquired only by practice. But he will accelerate his speed by

making his figures plain, and placing them strictly in a line

under one another. He should also learn to cast without speak-

ing, for the eye and the head wiU go faster than the lips.

He must also be taught to " call over." When he first comes

into the bank he will call this sum, 315Z. 10s. Qd., three hundred

and fifteen fovmds ten shillings and six pence ; but he will soon

learn that more than half these words may be suppressed, and

he will say, three, fifteen, ten, six. And so in the larger amount,

4,785Z. 1 3s. 4d, instead of saying, four thousand seven hundred

and eighty-five pounds thirteen shillings and four pence, he will

call, forty-seven, eighty-five, thirteen, four. By proceeding in

this way, and speaking quickly and yet distinctly, a column of

figures may be called over and checked in a very short space of

time. He will, however, take care to avoid ambiguity. Thus,

if the sum be 40Z. 5s. Qd., he will not say forty, five, six, as that

would mean forty-five pounds six shillings ; but he will say, in

this case, forty pounds, five, and six. In cases where the pounds

consist of five figures, the two first denoting the thousands are

expressed separately ; thus, 25,347Z. 8s. Qd. is called over twenty-

five, three, forty-seven, eight, six ; and six figures, say 468,379?.

8s. 6d, is called over, forty-six, eight, three seventy-nine, eight,

six.

He win also be taught to balance ; that is, to find the differ-

ence between two sums by addition, instead of subtraction.

Thus, if the two sums be 1,347Z. 16s. M. and 4,834Z. 19s. 8d, he
will be apt at first to put one under the other and subtract, in

this way :

—

£4,834 19 8

1,347 16 3

Difference . . . £3,487 3 5
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But he must be taught to proceed by a mental process, and will

add the difference to the smaller number, thus :

—

£1,347 16 3 — £4,834 19 8

Difference. . . 8,487 3 5

£4,834 19 8

He performs this operation by beginning with the pence, say-

ing, or rather thinking, " three and five make eight," and so on.

And thus the two sides of an account are made to balance ; that

is, both sides are of the same amount.

The principle of balancing pervades the whole system of

book-keeping. For example, we know that if to the amount of

cash in the bank last night we add the amount received to-day,

and deduct the amount paid to-day, the remainder will show

the amount on hand to-night ; and a novice would very natu-

rally put it down in this form :

—

£
Cash on hand last night .... 100,000

Eeoeived to-day 60,000

160,000

Paid to-day 80,000

Cash on hand to-night .... £80,000

But an accountant would arrange these four items iu such a

way as to form a balance, thus :

—

£

Cash paid away to-day . . 80,000

Cash on hand to-night . . 80,000

£160,000

£
Cash on hand lust night . 100,000

Casli received to-day . . 60,000

Balance . £160,000

In keeping the Progressive Ledger, the principle of balancing

is of constant occurrence. The ledger-keeper brings out a new

balance every time he turns to an account. But he never

deducts—always adds. And if he' post several articles at the

same time, the method is the same, thus :

—

If the credit balance is £1214 3 7

And he posts the followiug oums

to the debit of the account . £141 2 4

8 7 6

49 3 11

305 4 2

£710 5 8
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he will add up these items, and mentally add a sum that will

make the whole equal to ],214Z. 3s. Id., bringing out this sum

as a new balance, and placing it under the former one as he goes

on. Thus he will say, or rather think,—"4 and 6 are 10, and

1 1 are 21, and 2 are 23, and (here he must supply the figure) 8

are 31 =7 and carry 2 ;" and he puts down the 8 in the pence

division of the balance column ; and goes on in the same way

to the shillings, and afterwards to the pounds. When he has

placed this sum, 710Z. 5s. Bd., he adds up the whole, including

this sum", in order to check the operation, and to be sure that

he is right.

He will then acquire a knowledge of the names and functions

of the different books, and of the terms and phraseology used in

book-keeping. The same book is sometimes called by different

names in diiferent banks, and different terms are employed to

describe the same operations. But every clerk should use the

language of the office in which he is placed. He should call

every book by its proper name, and employ tlie phrases which

are used by others. For instance, if the word " money " is used

to denote coin, he must always use it in that sense ; and not say

" money " when he means bank notes.

It will be of great advantage to a sensible youngster, if one

of the senior clerks should take the trouble to give him a gene-

ral notion of the system of book-keeping, and show him the con-

nexion that exists between the books that he keeps and the

other books of the office.

II. We shall now describe the system of Banking Book-keep-

ing, as published in the former editions of this work.

Every person, on opening an account with a London banking-

house, enters his name in a book called the Signature-Book, and
this book is referred to whenever a draft is presented having a

doubtful signature. The person is supplied free of cost—stamps
excepted—with a book of printed drafts and a cash-book, called

in some houses a Pass-Book, in which is entered an account of

his debts and credits, as often as he thinks proper to leave it for

that purpose.

London bankers do not usually give receipts for money paid

into their hands, but they enter the amount into the customer's

book. A person paying money on account of a country bank,

will sometimes require a receipt, and he is then given what is

called a shop-receipt, in the following form :

—
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Received

£1000.
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the cash received is placed to the credit of a customer, is the

right-hand side as you face the ledger ; the debit side is the left-

hand side. In London, the establishments of bankers are usually

called banking-houses, not banks. A person who has an account

at a banking-house, is said to keep a hanker.

I shall now describe the various books in the order of the

different departments to which they belong.

I.

—

The Cash Department.

The principal books in this department are the following:

—

1. Two Waste-Books.—One is called the Eeceived-Waste-

Book, and the other the Paid-Waste-Book. In the former is

entered an account of all the cash received, and in the latter

is entered an account of all the cheques and bills paid. The

Beceived-Waste-Book is ruled with a double cash column on

the right-band side of the page. In making an entry into this

book, you will proceed as follows :—First, enter the name of the

party who lodges the money ; then enter in the first cash

column the particulars of which the credit consists, specifying

each particular in the space at the left-hand. In receiving

Bank of England notes, the number and date of each note

must be mentioned ; but if the notes are numerous, make them
up in a parcel, and write on the outside the total amount, and

the name of the party of whom they were received. Call this

parcel " Sundries " in your entry. These parcels of sundries

will be marked, and sent to the Bank of England for other notes

on the following day. Cheques on your own bank are to be

entered by the name of the drawer and the amount. Country

notes are to be entered by the name of the London banker at

whose house they are made payable. These are distinguished

from cheques upon bankers, by stating short the number and

denomination of the notes—thus, -^, f . All gold and silver

are to be called money. After entering all the particulars of a

credit, add them together, and carry out the amount into the

farther cash column. At the close of the day add up this outer

column, and see that the total agrees with the amount in the

Day-Book.

If a customer brings his book with him when he lodges cashj

the cashier enters the credit, and returns the book to him,

unless it be left at the bank for the purpose of having the debit

side also written up.
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In receiving money for a deposit receipt, the entry is made in

the same way as when the money is placed to a current account

;

but the words Deposit Eeceipt, or the letters D. E., are written

against the name of the depositor.

In tlie Paid-Waste-Book is entered an account of all the bills

and cheques paid by the bank. This book is ruled on each

page with a cash column on the right hand, and another on the

left hand, leaving a space between. When a cheque is paid, the

amount is placed in the left-hand cash column—then the name
of the drawer in the open space—and in the right-hand cash

column are entered the particulars of the payment. Bank of

England notes are entered by their number. It is not neces-

sary to enter the date, as that can be found if necessary either

in the Cash-Book of the preceding evening, or in the Received-

Waste-Book, or the Lists of the same day. When a deposit

receipt is paid, the same order is observed, but the letters D. R.

are added. All gold, silver, and copper are called money. At
the close of the day, all the payments are added together, and

should agree with the amount in the Day-Book.

Each cashier has a Received-Waste-Book, a Paid-Waste-Book,

and a Money-Book.

2. Money-Book.—This is a small book ruled with a cash

column on the right-hand side of each page, and it contains an

account of all the coin, that is, the gold, silver, and copper in the

bank. Each cashier will enter in his own Money-Book the

money he receives and pays in the course of the day. On the

left-hand page of the book he will copy from his Paid-Waste-

Book the various sums of money he has paid, and on the right-

hand page he will copy from his Received-Waste-Book the

various sums of money he has received. In each case he will

enter against the respective sums the totals in which they are

included. Thus, if in paying a cheque of 175Z. 2s. Qd., he pay

5-2-6 money, he will enter it thus—" £175 2. 6. £5-2-6." The

money is counted up at night, and must agree with the balance

of the Money-Book ; and this balance is thea entered in the

Cash-Book.

3. Cash-Book.—In this book is entered every night a specifi-

cation of all the cash in the bank. The items will consist

chiefly of Bank of England notes, parcels of sundries, country

notes, cheques on other banks, and the balance of the money.

The Bank of England notes are entered by their number, date.
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and amount. The parcels of Bank of England notes, called

sundries, are entered by the word " Sundries," then the name of

the parties of whom they were received, and the amounts;

country notes by the name of the country hank, and the London

agent at whose house they are made payable ; cheques on other

banks by the name of the drawer of the cheque, the name of

the banker, and the amount. In this book generally the cash

articles are more fully described than in the Received-Waste-

Book. In some banking-houses the Cash-Book is called the

Stock-Book, and in others the Make-up-Book.

4. Day-Booe.—This book is ruled with a double cash column

at the right-hand side of each page. The accountant enters in

the Day-Book an account of all cash paid and received during

the day, placing each transaction under the class of operations

or accounts to which it belongs. On the left-hand page of the

book he enters the cash which is paid, and on the right-hand

side the cash which is received. He commences by writing the

day of the week and of the month : then on the left-hand side

he writes a heading, " (Jueeent Accounts." Under this head

he enters all the cheques paid, copying from the cheques the

name of the drawer and the amount, which are placed in the

first cash column. Tlie sum of all the cheques is brought

forward into the second cash column. The second heading is

" Deposit Receipts ;" under which head the individual receipts

paid are entered, mentioning the number, the name of the de-

positor, and the sum ; and bringing out the total amount, as

before, into the second cash column.

The accountant may, if he please, make these headings in the

morning, leaving such a space for the transactions under each

head as his experience may show him to be necessary. Thus

he may keep up his Day-Book throughout the day, and merely

have to add it up and balance it when the bank closes. The
other headings may be, " Bills Discounted this day," " Interest

paid on Deposit Receipts," "Bank Premises," "Incidental

Expenses," "Branch Accounts," &c. &c., answering to the

accounts in the General Ledger.

On the right-hand page, or credit side of the Day-Book, the

cash received is entered under corresponding headings, as

" CuEKENT Accounts," " Deposit Receipts," '' Bills Dis-

counted PAID THIS DAY," &c. &c. The entries under the heads

of Current Accounts, and Deposit Receipts, are copied from the
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Received-Waste-Books : the entry expresses only tlie name and
the amount.

After all the entries have been made, add up the debit and
the credit sides. To the credit side add the amount of the

Cash-Book on the preceding evening ; to the debit side add the

amount of the Cash-Book on the same evening ; and, if the totals

agree, the " bank is right," that is, the transactions of the day

have been correctly entered ; but if not, then the bank is wrong,

and the error must be discovered by " marking off" the various

books.

In large establishments the Day-Book is divided into two

books ; the debit side forming one book, and the credit side the

other book. One is called the "Paid-Day-Book," and the

other the " Beceived-Day-Book." The advantage of this

division is, that two persons can be employed at the Day-Book

at the same time. In some banks the Day-Book has three cash

columns, the third being used for transfer entries. These are

entries in which no cash is actually paid or received by the

bank, but an amount is transferred from one account to

another. In other banks, all the transfers are passed through

the Eeceived-Waste-Book. By some London houses the Day-

Book is called the Cash-Book, and its two divisions are called

the " Eeceived-Cash-Book," and the " Paid-Cash-Book."

5. Cueuent-Account-Ledgek.—In this book every customer

has a separate account. The sums received to his credit are

posted from the credit side of the Day-Book, and the Ledger

folio is placed in the Day-Book, in a column ruled for that

purpose. The debit side is posted from the cheques themselves,

and the Ledger folio placed in the debit side of the Day-Book

on the following morning, when the Day-Book is marked against

the Ledger. The entry of a cheque in the Ledger includes the

date of payment, the name of the party to whom it is payable,

and the amount. The entry of a credit includes the date, the

word " Cash," and the amount. When the cash is paid into the

ba;nk by a third party, it is usual to enter it in the Ledger as

" Cash per A. B." When a credit arises from a bill lodged for

collection having become due, the name of the accepter is sub-

stituted for the word cash.

Some banks follow what is called the ^progressive plan of

keeping the Ledger. By this plan the balance is brought out

every day, and thus we see the progress of the account. In the

2



386 Banking Book-keeping.

ordinary way, each page of the Ledger is divided into the debit

and the credit side, and each side has ruled columns for the

date, the transaction, and the amount. But in the progressive

Ledger there is only one column for the date of both the credits

and the debits—one space for a description of the transaction,

whether credit or debit—and then three cash columns. The

first column is the debit column ; the second is the credit

column; and the third is the column into which the daily

balance is brought out. The advantage of this plan is, that you

can see at once what sum a party has on his account, without

the delay of adding up the debit and the credit columns. Most

banks that allow interest on the balance of the current accounts

keep their Ledger on the progressive plan ; and, besides the

columns 1 have mentioned, there are, on the right side of the

balance column, a space for inserting the number of days the

balance may remain stationary, and two interest columns—one

for the interest of a credit balance, and the other for the interest

of a balance overdrawn. Most banks divide the Current-

Account-Ledger into two or more parts, and the names of the

depositors are placed in alphabetical order, from the beginning

of the first Ledger to the end of the last.

6. Deposit-Eeceipt-Book.—Deposit Receipts are receipts

granted for sums of money that are likely to remain a con-

siderable time, and upon which interest is allowed. These

receipts are distinguished from current accounts. Cheques can-

not be drawn against any sum lodged as a deposit receipt ; but

when the amount, or any part thereof, is withdrawn, the receipt

itself must be produced at the bank, and delivered up. The
Deposit-Eeceipt-Book is not kept ledger-wise ; that is, each

person has not a separate account opened for him in a distinct

part of the book, but the receipts are entered chronologically,

according to the date of the lodgment. The entry includes

date of lodgment, name of depositor, profession, residence,

amount, interest paid, principal and interest. The last two par-

ticulars are of course not entered until the receipt is cancelled.

If a party is desirous of withdrawing only a part of the lodg-

ment, the whole receipt is entered as paid, and a new receipt

made out for the sum which remains.
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II.

—

The BiU Department.

Bills are divided into two classes—bills deposited, and bills

discounted. Bills deposited are bills lodged in the bank for

collection, to be placed, when due, to the credit of the depositors.

Bills discounted are those for which the money has been ad-

vanced, and which are, therefore, the property of the bank.
These two classes of bills are entered in separate sets of books

;

but, as the books are kept in nearly the same manner, I shall

describe them together.

1. Bill-Kegistek. \ These books are kept, as the word
Discount-Eegistee. I register seems to imply, chronologi-

cally—the bills being entered immediately after each other, in

the order in which they come into the bank. The entry

includes date when deposited or discounted, name of ingiver,

drawer, accepter, date, term, when due, amount, daily amount.
The bills are numbered, and the register-number placed upon
each bill The daily amount of the Discount-Eegister is

entered in the debit side of the Day-Book, under the head,
" Bills Discounted this day." I advise that the headings of the

columns of this, and of all the other books, be printed. This

saves time and prevents mistakes.

2. Bill-Ledger. 1 In these books a separate account
' Discount-Ledgee.Hs opened for each party; and the

same bills which have previously been entered in the Eegisters

are entered in these Ledgers ; but the entry is much shorter.

A full description of a bill is given in the Eegister only,

and the register-number is placed as a reference in every book
in which the bill may subsequently be entered. The entry in

the Bill, or Discount-Ledger, includes date when deposited or

discounted, name of accepter, when due, and amount. In some
banks the Discount-Ledger is kept upon the progressive plan,

which is very useful, as it shows at once to what amount any
party may be under discount. In addition to this, some banks

place in the Discount-Ledger an account of all bills they

may have discounted, to which the party is an accepter. These

bills are distinguished from those which have been discounted

for the party himself, by being placed on the left-hand side of

the page. This account is also kept on tlie progressive plan.

A Discount-Ledger, kept in this way, will have three cash

columns ruled on each side of the page : the three on the left

2 c 2
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hand tvill be headed, " Where Accepter ;" and the three on the

right-hand will be headed, " Where last Indorser." Between the

two sets of columns will be entered—date when discounted

—

register-number—name of accepter or drawer—when due. The

advantage of this plan is, that on turning to any party's account,

you see at once the whole of his engagements to the bank,

whether arising from bills that have been discounted for himself,

or bills to which he is only the accepter.

3. BiLL-JouKNAL. 1 In these Journals the bills are

DisootJNT-JouKNAL.) entered under the respective days on

which they fall due. For this purpose the day of the week, and

of the month, is placed at the top of each page. This book

may be made to last exactly a year, by having headings for

every day, from the 1st of January to the 31st of December,

omitting Sundays. The entry includes the register-number,

name of depositor, or for whom it was discounted, accepter, and

amount. The Discount-Journal has three cash columns ; one

for the amount of each bill, another for the bills paid, and an-

other for those unpaid. The entry is made in the first column,

on the day the bill is discounted, and in the other two on the

day the bills fall due. The total amount of bills paid each day

is copied from the Journal into the received side of the Day-
Book. Those unpaid are entered into the transfer column of the

Day-Book, and in the Past-Due-Bill-Book. The Bill-Journal need

only have one cash column, as most banks find it more con-

venient to credit their customers' accounts with all the bills on

the day they fall due, and debit them on the following day for

those that remain unpaid. Those banks, however, that prefer

it, may have separate columns in the Bill-Journal for the paid

and the unpaid bills ; and, in that case, the unpaid bills are re-

turned on the following day to the depositor, without being

passed through his cash account. This is sometimes called being

" entered short." Some banks make one book serve the purpose

of both a Bill-Journal and a Discount-Journal ; one page of the

book being used as a Discount-Journal, and the opposite page
being used as a Bill-Journal.

4. The Lists.—^Each banking-house divides London into a

certain number of districts, according to the extent of its busi-

ness. Each district is called a Walk, and usually takes its

name from the direction in which it lies ; as the East Walk,
the West Walk, and so on. To each walk is assigned a book.
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in which is entered every day a list of the bills due in the walk,

and hence the book is called a List. Each List takes its name
from the walk to which it belongs, as the East List, the West
List, &c. The page is divided ' into four columns, the first and
third of which are cash columns. In the first column is entered

the amount of the bill, in the second, the name of the accepter

and the register-number. This is done the day before the bills

are due. After the teller has returned from presenting these

bills for payment in his walk, he " answers " each bill ; that is,

he places against it an account of the cash he has received for

it, whether cheques, bank notes, or money. The amount is

entered in the third column, and in the fourth the description

of each kind of cash. If the bill be not paid, he writes L. D. for

" left direction," and then enters the bill in the " Unpaid-List."

In the Unpaid-List are entered all the bills not paid when
presented for payment. In the course of that day or the follow-

ing these bills are " answered," either by being paid, or by being

passed to the debit of a customer's account, or by being trans-

ferred to the Past-Due-Bill-Book. In some banks the Unpaid-

List is called the " Take-up-Book."

Cheques upon other banks are entered in the Lists in the

same way as bills, unless the bank sends a clerk to the Clearing-

house, and then they are entered in the " Clearing-out-Book."

From this description it will be seen, that when a sum is

received to the credit of a current-account, it is entered in the

Eeceived-Waste-Book, copied from thence into tbe Day-Book,
and from thence into the Current-Account-Ledger. When a

cheque is paid to the debit of a current account it is entered

from the cheque itself into the Paid-Waste-Book, the Day-Book,

and the Current-Account-Ledger.

When a sum is received for a deposit receipt, the sum is

entered before the receipt is granted in the Deposit-Receipt-

Book, and afterwards in the Eeceipt-Waste-Book and Day-
Book. When a deposit receipt is paid, it must be discharged

in the Deposit-Receipt-Book, then entered in the Paid-Waste-

Book, and afterwards in the Day-Book.

When a bill is discounted, the discount is calculated by the

accountant, who at the same time observes if it is drawn on a

proper stamp, and is in every respect a regular and negotiable

instrument. If the party for whom it is discounted have a cur-,

rent account, the full amount of the bill is placed to his credit,
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and he is debited for the interest. If he have no account, he is

paid the amount minus the discount, and the entry is made in

the Paid-Waste-Book. The bills discounted each day are

entered individually in the Discount-Eegister, and the total

amount copied into the Day-Book. The bills are also entered

individually in the respective accounts in the Discount-Ledger,

and under the days they fall due in the Discount-Journal.

When these bills are due, the amount paid each day is entered

in the Day-Book in the cash column, and the amount unpaid

is transferred to the Past-Due-Bill account, and is entered in the

Day-Book in the transfer column.

When a bill is deposited, it is entered in the Bill-Eegister,

the Bill-Ledger, and the Journal. When due, it is placed to

the credit of the party by whom it was lodged, and is copied

from the Journal into the Day-Book, thence into the Current-

Account-Ledger. If unpaid, the account is debited on the

following day, and the bill is returned to the depositor.

At the commencement of each day, all the entries made the

preceding day in the Day-Book, are marked against the re-

spective books by the accountant, or under his superintendence.

He also marks the Oash-Book, and checks the adding-up. The

Customer's Books are then compared with the Current-Account-

Ledger. The debit side of these books is usually written up the

preceding evening from the vouchers by the tellers, or out-door

clerks. The accountant writes up the credit side, and sees that

both sides agree with the Current-Account-Ledger.

III.

—

The Coimtry Depariment.

In this department is managed the business of the country

banks, and of those customers who live in the country. When
the letters are delivered in the morning by the postman, one

clerk takes them and enters in the Waste-Book the cash en-

closed in the letter to the credit of the respective parties.

Another clerk takes the letters and enters the hills in the

Countiy-Bill-Eegister, the Bill-Ledger, and the Bill-Journal.

The letters are then handed to a third clerk, who copies off into

a book all the payments, which are to be made immediately in

cash. This book is usually called the Draft-Book, as the party

receiving the money signs a draft for the amount, which is as

good as signing a receipt. ' If the payment is to be made to a
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banker, he receives notice in a printed form called a memoran-
dum ; but if the payment is ordered to be made to a private

individual, he must call for it and claim the exact amount. The
following is the form sent to a banking-house. The right-hand

side is filled up by the house to whom it is sent, and the memo-
randum is paid through the clearing.

London, December 1, 18 . .^..jS
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[KBPIiT.]

Messrs. Keen, Bust, & Co., Bankers, Comitry Tovm.

London, May 2, 18 .

Gektlbmbn,—We have received your favour of yesterday's date, enclosing

sundries, value 2,O0OZ., wliich we have passed to your credit, and note your

lists of payments and advices. We also credit you 1,476?. 16s. 6A, per

Messrs. Good & Co., on account of John Green. We have inquired of

Messrs. Steady & Co. as to the respectability of Messrs. John Careful &
Co., and are informed they are highly respectable. We now enclose a

stock receipt for Mr. James Wealthy's 10,OOOZ. new fours, 10,012?. 10s. to

your debit; and also Susan Thrifty's power of attorney, for which we debit

you \l. Is. 6rf. ; also a dishonoured bill on Badluck, noted 100?. Is. %d. to

your debit ; and your weekly cash account and monthly account current,

which we trust will be found correct. We debit you 50?. for the biU you
had the goodness to present for us, and we now enclose another on
White, 120?., which we will thank you to get accepted and return. We
have opened a credit in favour of Mr. John Keen for 3,000?., and will for-

ward your paid notes by him as requested.

We are, Gentlemen,

Tour obedient Servants,

Hope, Eioh, & Co.

Those London bankers who act as agents to banks, or to

other parties in the country, vfill have occasion for the follow-

ing books. The first seven are kept in the same manner as

the corresponding books in the Town Department. All the

entries in the Country-Ledger, as well as those in the Town-
Ledger, must first pass through the Waste and Day-Books.

The credit side of the Ledger is posted from the Bill-Journal

and the Day-Book. The dMt side is posted from the vouchers

themselves, and, like the debit side of the Town-Ledger,

will mark against the Paid-Day-Book and the " Clearing-in-

Book."

L A Country-Ledger.

2. Country-Bill-Eegister.

3. Country-Discount-Kegister.

4. Country-BUl-Ledger.

5. Country-Discount-Ledger.

6. Country-Bill-Journal.

7. Country-Discount-Joumal.

8. Advice-Book.—In this book are entered an account of

bills advised to be paid on account of the Country Banks.

This book is kept ledger-wise, each bank having a separate

account.
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9. Advice-Journal.—This book is similar to the Bill-Journal,

and it contains the advices under the heading of the days on
which they are to be paid.

10. Credit-Book.—This book contains an account of the

credit granted by a country bank in favour of any party.

Each party has an account open for him in this book, and the
amount of his credit is placed to this account. He is debited

for such cheques as he may draw, and the cheques are then

passed to the debit of the country bank in the Country-Ledger.

11. Acceptance-Book.—In this book are entered those bills

which have been received from the country, and which require

the acceptance of the party on whom they are drawn. The
entry includes the date when taken out, the name and residence

of the drawee, the register-number, and the amount. There are

also two vacant columns, in one of which the clerk who takes

the bill for acceptance enters his initials when he brings it

back ; in the second column are entered the initials of another

clerk to whom the bills when " brought in from acceptance " are

delivered. Though this book is connected with the country

department, it is usually kept in the town office.

12. Stock-Book.—London bankers have usually powers of

attorney from their correspondents in the country, authorizing

them to receive dividends on the Government funds. All these

are entered in a book called the Stock-Book. The book is

divided into several parts for the different kinds of stock, as

3 per cent. Consols, 3 per cent. Eeduced, &c. &c. In each

division are entered the powers of attorney held by the bank.

The entry includes date of the powers, names of the attorneys,

names of the holders of the stock, and the amount. These

entries should be made a tolerable distance apart from each

other, to leave room to notice any alteration that may take

place in the amount of the stock either by sales or new
purchases.

Every country bank keeps an account with a London bank.

The country banker receives from London a weekly statement

of his cash accounts, and a monthly account current. The cash

account is a copy of the London banker's lerlger. But as the

London banker does not consider as cash anything which may
not be immediately turned into Bank of England notes, the

cash account does not exhibit a statement of the midue bills

which the country banker may have remitted, nor of the bills
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which he may have advised to be paid. By means of a monthly

account current he has a full view of all these transactions.

On the credit side of the account current is entered the total

amount of each remittance, whether it consists of bills or cash.

These are followed by entries of " extra " sums of cash that have

been lodged to the credit of the country bank by parties

resident in London. On the debit side of the account current

is placed the total amount of the " advices ;" that is, of bills

advised to be paid, and also any " extra " payments of " drafts
"

to persons in London. Then the account is balanced, and we
have an easy check by which any error that may have crept

into either the cash account or the account current is detected.

For if both accounts be correct, the amount of advices not yet

due, added to the balance of the account current, will be equal

to the amount of bills not due, added to the balance of the cash

account.

IV.

—

Tlie Note Department.

Those banks that issue notes will have occasion for

A Note-Register, in which the denomination, number, and
date of the notes will be entered when prepared for circulation.

The total amount of notes, as soon as they are received from
the stamp office, or at least as soon as they are signed by the

banker or manager, are entered to the credit of " note account,"

and are afterwards taken down daily as part of the " cash " in

the possession of the bank. If the notes on hand be deducted
from the balance of the note account, the remainder will show
the amount of notes in circulation. Another way is to open an
account for " Notes in Circulation," and to credit this account

for the notes on hand every morning, and debit it for the notes

on hand every night: the balance will sliow the amount of

notes in circulation. There should also be a book for the
" Register of Cancelled Notes," in order to keep an account of

those notes which, having become unfit for further use, have
been cancelled and destroyed. The notes when cancelled are

placed to the debit of the " Note Account."

V.

—

The Branch Department.

In those banks that have branches, the head-office keeps an
account with each branch, in the same way as a London banker
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keeps an account with a country bank. There is usually an

additional " Bill-Eegister " for the bills payable at branches.

Each branch has also two Bill-Registers, for bills payable at the

head-office, and the bills payable at branches, and frequently

another for the bills sent for collection to agents, where the

branch does not remit all its bills to the head-office, but direct

to agents in other places in order to be collected. Every

country banker has also similar BUl-Eegisters for " Bills pay-

able in London," " Bills payable at Bristol. Manchester," &c.,

as the case may be ; and of course corresponding accounts must

be opened in the General-Ledger.

There must also be a book for entering " Branch Notes paid."

These notes may either be placed as the debit of the brancli on

the day they are paid, or they may be carried daily or weekly

to the debit of an account to be called " Branch Note Account,"

and may be placed to the debit of the branch on the day they

are sent home.

VI.

—

The Qeneral-Ledger.

Into this Ledger, under the various accounts, will be entered

the totals of the corresponding headings or accounts specified in

the Day-Book. The accounts in this Ledger denote the various

classes of operations, and the balances show at all times the

exact state of the bank. Every Saturday night the totals and

balances of these accounts should be taken off on a balance-

sheet. When all the debits are added together, and all the

credits are added together, the two sides will agree; that is,

they will be of the same amount. These balance-sheets may be

printed and bound together in a book, to be called " the

General-Balance-Book." I cannot better explain the General-

Ledger than by giving the form of the weekly balance-sheet,

with the names of those accounts which most banks have occa-

sion to introduce. I have distributed these accounts into five

classes :—1. Lodgments. 2. Investments. 3. Expenditure.

4. Gash Account, with Branches ; and 5. Proprietors' Accounts.

Each bank, however, will open such accounts as are adapted to

its transactions. Whatever books the business may render

necessary will require to have corresponding accounts. The

General-Ledger contains the summaries of all the other books.

Thus, the account called " Current-Accounts " contains the

summary of the Current-Account-Ledger. The account called
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"Deposit Eeceipts" is a summary of the Deposit-Eeceipt-

Book. The account called " Bills discounted " is a summary of

the Discount-Eegister and the Discount Journal. In this way

every book in the office has a corresponding summary in the

General Ledger. Hence, this book is a check upon all the

other books ; and by means of these summaries, the partners

or directors of a bank can see at once the actual state of their

affairs, and can trace the progress or decline of different

branches of their business.

Every branch of a Joint-Stock Bank has a "General-Balance-

Book," and sends to the head-ofSce every week a balance-sheet

of its affairs as they stood on the previous Saturday night. At

the head-office these various balance-sheets are consolidated, and

form a general statement of the affairs of the whole bank.

This statement comprises the balance of the General-Ledger at

the head-office, and that of each branch. These statements are

printed and bound together beforehand, so as to form a book-
it is called the Statement-Book, and is laid before the directors

at their weekly meetings. The balances of the General-Ledger

are given in the form on the opposite page (397), and those of

the Statement-Book in the form at page 405.

It will be observed that the accounts introduced into the

balance-sheet on page 397 are such as would be necessary to a

London bank that had country agencies and branches, and

issued notes. No such bank exists. But I have introduced

all these accounts, that each bank may take those which are

adapted to its transactions. It will also be observed that I

have kept the country business distinct from the town business,

so that the comparative extent of each may be immediately

perceived. I have introduced cash columns for the amount as

well as the balances ; for although the balances are sufficient

to show the actual state of the bank, yet the amounts are

necessary to show the business that has been done since the

previous half-yearly balance.

1. The first class of accounts, under the head of Lodgments,

are all credit accounts ; that is, the balance is on the credit

side.

CuKEENT Accounts are those which are usually kept by the

London bankers, and are called by the Bank of England
" Drawing Accounts." Deposit Eeceipts are more permanent

lodgments, upon which the
.
joint-stock banks allow interest.
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THE BANKING COMPANY.

Ammmis and Balances of the General-Lkdger on _

AmoantB. Dr. Biloncee. Dr. Titlee of Acconnia,

I. LODGMEKTS.

London Currpnt Accounts.
Country liltto.

Deposit Kecetpta
Bills I )eposlted (In London).
Ditto (from the Country).

Notes in Circulation.

Credits on Agents.

II. Investments.

Bills Discounted (In London),
Ditto (from the Country).

Past-Due Bills.

Government Stock.

East India Bonds.
Exchequer Bills.

Loans to Customers.

Ditto to Brokers.

Interest Account.

in. EXPENDITmE.

Bank Ih-emises.

Kent.
Taxes.
Salaries,

Stationery.

Incidental hxpenses.
Law Kxpensea.

IV. Cash Accodnt with
Beanches.

Branch A.
Branch B.

Branch C.

Branch I),

V. Pkoprietors' Accounts.

Paid-up Capital.

Preliminary Expenses
Dividend Account.

Unclaimed Dividends.

Surplus Fund.
Profit and Loss.

Fund for Bad Debts.

General Accoimt of Cash.
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The account "Bills Deposited," not being a cash account,

might be omitted without deranging the balance of the General-

Ledger. If introduced, its balance must be placed on both

sides the balance-sheet, or the totals will not agree. The
General-Ledger is no check upon the accuracy of this account.

It should, therefore, be cheeked periodically, by taking off the

daily amounts current from the Journal, and comparing the

total with the balance of " BUls Deposited in the General-

Ledger."

Some banks distribute their bills deposited into several

accounts, as " Bills Deposited by Agents," " Bills Deposited by
Branches," " Bills Deposited by Private Parties," &c. &c. On
the debit side of the General-Ledger these " bills deposited

"

are mixed with the bills discounted in different accounts,

according to the places where the bills are payable, as " London
Bills," "Manchester Bills," "Branch Bills," &c. Those de-

posited bills that are payable in the place where the bank is

established, are usually distinguished from the discounted bills

;

one account being called "Local Bills Discounted," and the

other " Local Bills Deposited."

JNoTES IN CiECULATiON.—When the notes are made payable

at any other place beside the place of issue, this account wiU

only show the " apparent circulation," as the notes that have

been paid by the agents, or at the other branches of the bank,

cannot be brought into the account until they have been

returned for reissue. I have classed this account under the

head of Lodgments, because it denotes a portion of the debt due

from the bank to the public.

Credits on Agents.—When a bank grants a BiU, or Letter

of Credit, upon their agents, the money received is placed to

the credit of this account. When the bill is due, or the credit

paid, it is placed to the debit of this account, and to the credit

of the agent's cash account. The business of some banks

requires a subdivision of their credits, as " Credits on London
Agents," " Credits on Bristol Agents," &c. Some banks have

also an account for " Credits on Branches ;" but where all the

credits granted are payable on demand, they are usually placed

at once to the credit of the cash account of the branch on

which they are drawn.

2. Investments.—The accounts belonging to this class are
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all debit accounts ; that is, the balance (if any) is always on the

debit side.

In the foregoing balance-sheet it is presumed that all the

bills are payable in London, as the London bankers do not

discount bills payable elsewhere. The division into two accounts

is merely to show the comparative extent of the town and the

country business. The first account includes the bills discounted

for parties resident in London, and the second includes the bills

discounted for parties resident in the country. Where the bills

are payable at different places, they are referred, as I have
already intimated, to different accounts, as " London Bills,"

"Bristol Bills," "Manchester Bills," &c. It is not usual, in

these cases, to distinguish between the bills discounted and the

bills deposited, but to place them together on the same account

;

for instance, the account " London Bills " would include all bills

payable in London, whether discounted or deposited. If

thought proper, however, they may be easily divided into

separate accounts, as " London Bills Discounted," and " London
Bills Deposited."

Past-dub-Bills.—When a discounted bill is not paid, it is

transferred to the debit of this account. "Bills deposited"

never pass into this account, but if unpaid, are returned to the

parties by whom they were deposited.

When the bank purchases " Government Stock," " Exchequer

Bills," " India Bonds," &c., the purchase money is passed to the

debit of an account raised for the purpose. Upon re-sale the

account is credited for the money received, and the difference

between the money invested and the money received is passed,

at the end of the year, to the debit or the credit of profit and

loss account.

Loans.—This account is debited for the amount of any loan

granted to a customer, or to any other party, on security.

When a customer wants a temporary advance, the usual way, in

London banks, is not to let him overdraw his account, but to

place to his credit the sum he may require, and debit the loan

account. The interest is charged upon the full amount of the

loan. When the loan is repaid, this account is credited.

3. ExPENDiTDKE.—The accounts under this head require little

explanation. "Bank Premises" is debited for the expense of

altering, painting, &c., the buildings and offices connected with

the bank. The other accounts are debited for the different
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classes of expenditure as they occur. At the end of the year

these accounts are credited, and the several amounts are placed

to the debit of profit and loss account.

4. Cash Account with Branches.—The title of this class

of accounts is sufficiently explanatory. I will only observe, that

in some banks each branch keeps a distinct cash account with

every other branch, and with the several agents of the bank
with whom it may have transactions. But, in other banks,

each branch passes all its transactions through its cash account

with the head-office. It debits the head-office for whatever it

may remit to either a branch or an agent, and it credits the

head-office for whatever sums it may receive from a branch or

an agent.

5. Propeietoes' Accounts.—This class of accounts refers to

the internal operations of the bank.

Paid-up Capital.—If the capital has been paid up at

different times, this account may be divided into " First Instal-

ment," " Second Instalment, " Third Instalment," &c.

Preliminary Expenses.—Several joint-stock banks have
passed to an account of this sort the expense of forming the

company ; and these expenses are discharged out of the profits,

by equal portions, in the course of five or ten years. This is

considered a more equitable mode than to pay these expenses

out of the profits of the first two or three years.

Surplus Fund.—When the whole of the annual profits are

not divided among the partners or proprietors, the surplus

is transferred to an account called " Surplus Fund," where it

remains for the purpose of being applied to meet any losses or

contingencies that may occur in after years.

Profit and Loss.—To the credit of this account is placed
all interest and commission received ; and to the debit is placed
all interest paid. These entries are made at the time the trans-

actions occur. At the end of the year this account is credited
for all the profits that have been made during the year upon
Government Stock, Exchequer Bills, &c., and is debited with
the several items of expenditui-e. The Profit and Loss Account
may be subdivided into several accounts, as " Interest Eeceived
on Bills Discounted," " Commission Eeceived," " Interest Paid
on Deposit Eeceipts," " Charge for Agency," &c. &c. When it

is not thus divided, a complete abstract of the account should be
made out at the end of the year.
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Geneeal Account of Cash.—The introduction of this

account makes the General-Ledger a perfect check upon the

other books. For by this means the total of all the balances

of the debit side of the General-Ledger are equal to the total

of all the balances of the credit side. To the debit oi this

account is passed, every day, tlie total amount of the credit side

of the Day-Book-; and the account is credited for the amount of

the debit side of the Day-Book ; consequently the balance of

this account will be always on the debit side, and will be equal

to the difference between the sum of all the other debit balances,

and the sum of the credit balances ; that is, it will show the

amount of cash in the bank. The General-Ledger is usually

kept on the progressive plan,* so that the balance of any

account can be seen upon inspection, and its progress from any

past period can be distinctly and readily traced.

VII.

—

Periodical Balances.

Daily Balance.—It is well known that bankers try their

balance at the close of their business every night, with a view

of correcting any errors that may have occurred during the day.

The process is very easy. If to the amount of the Cash-Book

last night, we add the amount of the cash received to-day, and

deduct the amount of the cash we have paid, the remainder will

be the amount of the Cash-Book to-night. If, on trial, we find

this is not the case, there must be some error. Suppose, for

instance, the Cash-Book last night amounted to 100,000?., and

we have received 40,000Z. and paid 50,000?. to-day, then, will the

Cash-Book to-night amount to 90,000?. The trial stands thus :

—

Cash-Book last night

Beceived-Day-Book

£100,000

40,000

£140,000

Paid-Day-Book .

Cash-Book to-night .

£50,000

90,000

£140,000

The daily balance, therefore, is nothing more than the

balance of the Day-Book ; and the only books employed are

the Day-Book and the Cash-Book. But as these books, when

finally closed, include the amount of several other books, the

trial is usually made (for the purpose of avoiding alterations) on

a half-sheet of paper, called the trial paper, previous to those

See page 385.

2 D
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entries being made, and then the amounts of these several books

are stated separately, in the following manner :

—

Dr, BANKING HOUSE. Cr.

Amount of Cash-Book last

night

[This is usually called the

Best.]

Ditto of Eeceived-Day-

Book
Ditto of Bill-Journal . .

Ditto of Discount-Journal .

Amount of Paid-Day-Book .

Ditto of Clearing-in-Book*

Ditto of Balance* of the

Clearing

Do. of Cash-Book to-night .

Ditto of Balance of Money-

Book -.

Ditto of Discount-Eegister

The balance of the clearing f is always to the credit of the

house ; for, if the clearing " takes out," then the bank notes

paid away at the Clearing-house are entered in continuation of

the clearing-out ; so that, in this case, the balance is usually

thrown a small sum on the other side. When the clearing is

finally closed, the notes forming this balance are entered in

continuation of the clearing-in, and subsequently in the Cash-

Book. The notes entered in the clearing-out are, of course, not

entered in the Cash-book.

Weekly Balances.—The daily balance checks the Waste-

Books, the Discount-Eegister, the Journals, the Day-Books, the

Lists, and the Money-Books. If any errors occur in any of these

books throughout the day the balance will be wrong. But the

daily balance does not check the Current-Account-Ledger,

though this is the most important book of all. The Ledger is

therefore " marked off " every morning against the Day-Book,

the Bill-Journal, and the Clearing-in-Book : but this is not a suf-

ficient check. Hence the balances of all the accounts in the

Current-Account>Ledger should be taken off weekly in a book

called the Current-Account-Balance-Book, and added together,

and the amount made to agree with the balance of " current

accounts " in the General-Ledger. This is usually done by the

London bankers quarterly or half-yearly. When the Ledger is

kept on the progressive plan, it may be done weekly without

much trouble. The " Current-Account-Balance-Book " should

be ruled so that the names of the parties having accounts may

" When a bank does not "clear" these items are of course omitted.

t The present clearing-house system is described in a subsequent section.
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be placed under one another at fcie left hand, and all the rest of
the left-hand page, and the whole of the right-hand page,
divided into double cash columns—one column for the balances of
the accounts when in cash, and the other for the balances over-
drawn. On this plan it will not be necessary to write the names
more than once in seven weeks.

In the same way the balances of the Discount-Ledger should
be taken off weekly in the "Discount-Balance-Book." The
balances of the General-Ledger are also taken off weekly in the
"General-Balance-Book " in the way I have already .described.

Half-Yearlt Balance.—The weekly balancing of the
Ledger does not preclude the necessity for a half-yearly balance.

The usual days for balancing are the last days of June and
December. Some banks, however, balance on the last Saturday
in June and December, and others on the 30th of June and on
Christmas-eve. On the balancing day the following operations

are passed through the books :—1 . The current accounts will be
debited for any interest or commission that may be due from
the party to the bank.—2. The Current-Account-Ledger will be
balanced, and the balance will be brought down as the com-
mencement of the transactions of the ensuing half-year.—3. The
customers' books must be balanced, and made to agree with the

Ourrent-Account-Ledger.—4. The interest due upon the out-

standing deposit receipts must be calculated, and the sums
added together.—5. The General-Ledger must be balanced, and
at the December balance the amount standing to the debit of

the several classes of expenditure must be passed to the credit

of those accounts, and to the debit of profit and loss account, and
the several sums of profit that have been realized upon Govern-

ment Stock, India bonds, &c., are transferred to the credit of

profit and loss account.

For each half-year a book must be provided to be called the

Half-Yearly-Balance-Book. This Book will contain the follow-

ing entries :

—

1. A balance-sheet showing the balances of the respective

accounts in the General-Ledger in the same way as the weekly

balance-sheet.—2. A debtor and creditor balance sheet, showing

the exact condition of the bank.—3. An abstract of the profit

and loss account.—4. A list of all the balances of the current

accounts.—5. A list of all the outstanding deposit receipts, and

the interest due upon each.—6. A list of all discounted bills,

2 D 2
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current, i.e., bills not yet due.—7. A list of all deposited bills

current.—8. A list of all other securities, distinguishing thosei

that belong to the bank from those that are lodged by its

customers.

The debtor and creditor balance-sheet will contain the same

amounts as the balance sheet of the General-Ledger (see page

397), but differently arranged. They may be disposed accord-

ing to the form exhibited on the opposite page.

The abstract of the profit and loss account may be made out

in the following form :

—

Abslraet of Profit and Lose Account, from Jan. 1 to Dec. 31

.

Dr. Cr.

To Bank Premises . . .

Furniture
Rent
Salaries

Stationery

Incidental Expenses .

Total Expenses ....
Loss on bad Bills, &b. . .

Balance in favour of the

Bank

By Interest on Bills dis-

counted
By Interest on Loans . .

By Commission on Cur-
rent Accounts ....

By Profit on Exchequer
Bills, &c

I

At the end of the year the final balance of the profit and loss

account is transferred to other accounts according to the pur-

poses to which it is to be applied. If intended to be held as a

" surplus fund," it is transferred to that account. If intended to

be divided among the proprietors, it is transferred to a " dividend

account," which is raised for that purpose. If the balance of

the profit and loss account should be against the bank, then it

must remain " on the wrong side," until .further profits shall

turn the balance the other way.

Besides the books connected with the business of banking,

every joint-stock bank will require,

1. A Shaeeholdeks' Eegistbr.—In this book the names of

the shareholders are entered chronologically in the order in

which they become shareholders. The entry includes the date,

the name, residence, number of shares, and sum paid.

2. Tbansfek-Register.—In this book are entered the transfer
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statement of the. Affairs of the Bank, on

Dr. THE .BANKING COMPANY. Cr.

Due to the Pubuc on
Current Accounts.

Head Office, Town
Ditto, Countty

Branch A
Branch B. . . .

Branch C

Total Current Accounts

Deposit Receipts.

Head Office

Branch A
Branch B
Branch C

Total Deposit Receipts

Notes hi Circulation .

Credits on Agents . .

Total Lodgments . .

Interest Accoust.

Head Office

Branch A
Branch B
Branch C

Total Amount of Interest

Fund foe Bad Eebts.

Head Office

Branch A
Branch B
Branch C

Total Amount of Fund

)

for Bad Debts . . . )

Paid-up Cafitai. . . ,

Sundry Accounts.

Forfeited Shares .

Dividends ....
CnclaJmed ditto .

Surplus Fund . .

t'roht and Loss .

Total Sundry Accounts

Total ....

Due to the Bank on
Overdrawn Accounts.

Head Office, Town . . .

Ditto, Country. . , .

Branch A
Branch B
Branch C. ...,,. .

Total Overdrawn Ac-)
counts 5

Bills Discounted.
Head Office, Town . . .

Ditto, Country. , . .

Branch A
Branch B
Branch C. . . .

Total Amount of Bills)

Discounted . . . .
j"

Loans.
Head Office

Branch A
Branch B.

Branch C.

Total Amount of Loans

Investments.
(^vernment Stock

.

Kxchequer Bills . ,

India Bonds . . .

Other Investments

Total Investments .

Total available Assets

ExFENDlTUaE.
Head Office . . .

Branch A
Branch B. . . . .

Branch C

Total Expenditure

.

Past-Dub-Bills,
Head Office . . . .

Branch A
Branch B
Branch C.

Total Amount of Past-

Due-Bills . . .

SuHDEi Accounts.
Stamp Account .

House Account .

Ditto Brauch A.
Ditto Branch B.
Ditto Branch C.

Total

Uenebal Account of
Cash.

Head Office

BnmchA
Branch B
Branch C

Total Amount of Cash .

Total ....
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of shares from one proprietor to another. The entry includes

date of transfer, from whom transferred, residence, ledger-folio,

to whom transferred, residence, purchase-money, transfer stamp.

3. Pkopkietoks'-Ledger.— In this ledger each proprietor

has an account open, in the same way as in a cash-ledger. He
is credited for the number of shares, and an entry is made of

the different instalments he may pay. When he sells or trans-

fers his shares, he is debited the shares, and they are placed to

the credit of the party who may have purchased them. The

entry includes the date, number of register, calls and transfers,

number of shares, and amount.

III. We shall now consider those ImproTements of which the

above system is capable, so as to render it more efficient in large

establishments.

As a bank increases its business, it becomes of importance to

improve its system of book-keeping, and to adopt means of in-

creasing the efficiency of its clerks. A large establishment can

generally be conducted with a less proportionate number of

hands than a small one. It admits of a more extensive applica-

tion of the principle of a division of labour. In a small bank,

one clerk may keep two or three books of various kinds, or per-

haps act as both cashier and accountant. But in a large bank,

each clerk is in general kept wholly to one employment. The

effects of this separation of occupations are the same in banks as

in manufactories ; and the description of these effects given by

Adam Smith will equally apply to both cases.

" The great increase in the quantity of work which, in consequence of

the division of labour, the same number of people are capable of perform-

ing, is owing to three different circumstances : first, to the increase of

dexterity in every particular workman ; secondly, to the saving of time

which is commonly lost in passing from one species of work to another

;

and lastly, to the invention of a great number of machines which facilitate

and abridge labour, and enable one man to do the work of many."

The increase of dexterity by constant practice is very observ-

able in the practice of " casting up." A clerk who is much
accustomed to this operation will cast up a long column of

figures with singular quickness and accuracy. It is also very

observable in " calling over." Besides, owing to the abbrevia-

tions we have mentioned in page 378, a clerk in calling over will

speak so rapidly that an unpractised ear will hardly be able to
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follow him. Mr. Babbage gives the following instance of great

dexterity acquired by practice :

—

" Upon an occasion when a large amount of bank notes was required, a
clerk in the Bank of England signed his name, consisting of seven letters,

including the initial of his christian name, five thousand three hundred
times during eleven working hours, and he also arranged the notes he had
signed ia parcels of fifty each."*

The loss of time in passing from one operation to another is

as obvious in mental processes as in those which are purely

mechanical.

" When the human hand or the human head has been for some time
occupied in any kind of work, it cannot instantly change its employment
with full effect. The muscles of the limbs employed have acquired a
flexibility during their exertion, and those to be put into action a stiffness

during rest, which renders every change slow and unequal in the com-
mencement. A similar result seems to take place in any change of mental

exertion ; the attention bestowed on the new subject is not so perfect at the

first commencement as it becomes after some exercise."t

The invention of expedients for facilitating and abridging

labour is also as common in a bank as in a manufactory.

Mr. Francis has recorded, in his 'History of the Bank of

England,' a variety of improvements introduced into that esta-

blishment by Mr. William Eae Smee, son of a former chief

accountant.

He proposed an alteration in the cheque office, by which he

stated that the work which employed three principals and

twenty-one clerks would be done more effectually by two prin-

cipals and seven clerks. In the circulation department, the

posting, which previously took fifty, occupied only eight clerks
;

whereas the whole of that department, conducted upon the old

system, would probably have required before now a hundred

additional assistants. In the National Debt Office Mr. Smee
introduced such measures that "the directors were enabled so far

to consult the accommodation of the public as to enable the

transfers in the various offices to be made eight or nine days later

than usual, the business which formerly occupied about thirty-

two days being accomplished in about twenty-three." %

Similar improvements have been introduced into commercial

book-keeping.

» The Economy of Machinery and Manufactures. By Charles Babbage.

t Ibid.

t History of the Bank of England: its Times and Traditions. By John

Francis. Vol. ii. p. 141.
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" The old method ofjournalizing and posting each transaction separately

unnecessarily swells the accounts in the ledger with a multiplicity of

figures, which greatly increases the difSoulty of balancing, and, to say

nothing of extra labour and loss of time, the liability to error is always in

proportion to the number of entries, and vice versa. If a hundred sums

are posted when one would answer, then a hundred chances of error aro

inoxirred where only one was necessary ; and in the event of an error in

adjusting the accounts, a hundred entries must be called over and examined

instead of one."*

The expedients introduced to improve any system of book-

keeping have for their object either the saving of time directly

by abbreviating the entries, or to save time indirectly by new
modes of preventing or detecting errors, And it may be ob-

served, that a minute alteration, hardly worthy of being adopted

in a small bank, where it would save but a few minutes a day,

may be very properly adopted in a large establishment, where

the time saved would be in proportion to the greater extent of

business. Sometimes an entry may be shortened by omitting

some of the particulars. Thus, where we have been accustomed

to enter with every biU—the name of the last indorser—the

drawer and his residence—the accepter and his residence—the

date, term when due, and the amount—we may properly per-

haps omit some of these items. Or where we have repeated the

same entry in several books, we may enter it in fewer books

—

or perhaps make the individual entries in only one book, and

enter the total amount in the others—or, at other times, the

whole form of a book may be changed, and we may by a new
arrangement obtain the same results more clearly and in less

time. Almost every bank will occasionally make some alteration

of this kind as its business may require. And even each ac-

countant has usually some little expedients of his own for facili-

tating his daily operations. We wiU notice a few of those

amendments that have been adopted with the view of saving

time and labour in some of our banking estabHshrnents.

Some large banks have adopted the " horizontal system of

book-keeping," which is in some respects an improvement on

the system described in the former editions of this work. The
chief difference is in the mode of ruling the Keceived and the

Paid-Waste-Books.

The Eeceived-Waste-Book, instead of being ruled as described

on page 382, has four cash columns, three at the left hand as you

face the book, and the fourth at the right hand, with a space
- Doubly Entry Elucidated. By B. F. Foster, p. 18.
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between the third and the fourth. The different items of a
credit entry, instead of being placed under one another, as in

the former system, will be placed separately in the first three

columns, and the total in the fourth column. Thus, if a sum of

543?. 10s. Id. be received from Mr. Smith, and this sum consists

of 3Z. 10s. Id. in coin or money, lOOZ. in a Bank of England
note, and 4-40Z. in a cheque on Jones, Loyd, & Co., the entry

will stand thus :

—

Money.
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any error in the Eeceived-Waste-Book would not be discovered

till the General Balance was tried at the close of business, and

not then, perhaps, until after a long course of "marking off."

To simplify my explanation, I have described the Eeceived-

Waste-Book as having only four cash columns, and these are

perhaps enough for a small bank. But large establishments

have sometimes seven or eight, perchance in the following

order :— 1. Money, i. e., coin. 2. Bank notes. 3. Parcels of

bank notes, called sundries. 4. Country notes. 5. Cheques

on clearing bankers. 6. Cheques on bankers who do not

clear. 7. Cheques on our own bank. a space. 8. The

total amount of the credit.

The Horizontal-Paid-Waste book is ruled with three cash

. columns. One to the left for the amount of the cheque paid

;

then an open space for the name ; then a column for the bank

notes, and another for the money, i. e., coin. The London

bankers do not pay away any bills or country notes in exchange

for cheques, but only Bank of England notes and coin. The

entry stands thus :

—

Amount of

Cheque.
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This prevents the necessity for having both a Town and a
Country Paid-Waste-Book, while the two departments are still

kept distinct. The country notes are also separated, and can
be checked by themselves. When all are added together, the

total of the three columns at the left must be equal in amount
to the total of the two columns at the right hand. The articles

paid must be equal to the bank notes and money which were
issued in payment.

We shall now point out some of the advantages of the hori-

zontal system of keeping the Waste-Books.

First. As all the receipts and payments of money, i. e., coin,

are entered individually in the Eeceived and Paid-Waste-Books,
and the amounts added together, it will not be necessary that

these sums be copied individually into the Money-Book. The
total amount only of each column is entered in the Money-Book
at the close of the day's business, and the Money-Book is

balanced. Thus, all the time employed in making the entries

individually in the Money-Book is saved.

Secondly. As all the credits to current accounts are added
together in the received-Waste-Book, it is not necessary they

should be entered individually in the Day-Book. They can be

individually posted direct into the Ledger, and the total only be

entered in the Day-Book. The same remark will apply to the

Paid-Waste-Book. This is another saving of time and labour.

Thirdly. Every Waste-Book, as we have already intimated,

is a check upon itself. We have spoken of a Eeceived-Waste-

Book, and a Paid-Waste-Book, as though a bank had but one

—

and in small banks this is the case. But in large banks, there

are seven or eight cashiers or more, each having a Eeceived-

Waste-Book and a Paid-Waste-Book for the town department,

and another Eeceived-Waste-Book and Paid-Waste-Book for

the country department, with a Supplementary-Eeceived-Waste-

Book, and a Supplementary-Paid-Waste-Book, and a Money-Book

besides. Now, it is a great advantage to have the means of

keeping all these books free from errors during the day, and to

know at night that they are all correct. If the "' Balance " he

wrong, the field of inquiry is thus very much limited, and the

time that would otherwise be employed in checking the Waste-

Books is devoted to the examination of the other books of the

bank.

Fourthly. This plan gives the means of checking separately



412 Banking Book-keeping.

those items that have a column appropriated to them. Take,

for example, the column of bank notes. If we add to the

amount of bank notes on hand last night the amount received

to-day, and deduct the amount paid away, the remainder should

be the amount on hand to-night. When this is the case the bank

notes are right. In the same way we may check the money

columns, the clearing columns, &c. Thus, when the trial balance

is wrong, we can check these items separately, and thus

more readily discover the error. Without this expedient we

should have to "mark off" the whole business of the day.

It will be observed that the above Waste-Books refer only

to receipts and payments on current accounts. All other re-

ceipts and payments are entered in a Supplementary-Eeceipt-

Book and a Supplementary-Paid-Book. These books are ruled

in the same way as the other Waste-Books, and they embody
entries in connexion with deposit receipts, received or paid,

credits or debits to interest accounts, debits to salaries, taxes,

incidental accounts, &c. &c. All these items are then entered

in the Day-Book, from whence they are posted into the G-eneral-

Ledger. A book is also provided, usually called a Transfer-

Book, in which are entered all the cheques on the bank paid in

by other customers, as these merely cause a transfer of the

amount from one customer to another.

Books which are designed chiefly as registries or summaries

should be kept on the horizontal system. Thus, a London bank

which keeps an account with the Bank of England, will have to

lodge to its credit notes, gold, silver, post-bills, cheques, dividend

warrants, &c.

To keep a registry of this, a book may be opened horizontally

—the first column at the left hand being the date; then

the articles entered over separate columns, at the top of the

page ; afterwards a column for the total amount of all these

items—then a credit column for the cheques drawn each day

—

and then the daily balance. If this book be made of such a size

as to contain about thirty lines, then each page will contain the

transactions of a month. And, by adding up the columns, the

figures at the bottom of the page will show the separate

amounts of notes, gold, silver, &c., paid into the Bank of England

in the course of a month. By comparing the different pages, it

will be seen on what months the largest or the smallest sums

are paid into the bank.
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In constructing Tables it is also best to follow the horizontal

system. Thus, to keep a record of the weekly returns of the

Bank of England, it is best to arrange the items into columns,

with the heading at the top of each column—the first column

containing the dates of the several returns. It will then be

easy to trace the fluctuations in any one item ; such, for instance,

as the " Public Deposits," " the Private Deposits," " the Eest,"

&c. &c. Some of the Eeturns published in the Appendix to

the Parliamentary Evidence of 1847 have been arranged on

this principle.

We will now notice some further improvements that have

sometimes been adopted by large banks in their system of book-

keeping. The great object of all these improvements is, as we

have already mentioned, either to save time directly, in making

the entries, or indirectly, by preventing or discovering errors.

These are

—

1. The abolition of the Discount-Eegister. Here the bills are

entered at once in the Discount-Ledger, under the names of the

respective parties for whom they are discounted ; and the total

amount of bills discounted each day is entered in the Day-Book

from the Interest-Book, which contains the calculations of

discount. The only objection to this plan is, that the space in

the Discount-Ledger does not admit of so full a description of

the bill as is usually given in the Discount-Eegister. The Bill-

Eegister is also abolished in the same way.

2. The adoption of a Check-Ledger facilitates the discovery

of errors, and thus diminishes the time employed in searching

for them. Though this book is called a Check-Ledger, it is not

kept ledger-wise. It is ruled with a cash column on each side

the page. In the column opposite your left hand you enter,

from the cheques themselves, all the cheques paid during the

day. In the right-hand column you enter, from the Eeceived-

Waste-Books, all the credits of the day. When you add up

these two columns, they will of course agree with the amounts

of the Paid-Waste-Book and the Eeceived-Waste-Book. Thus

the accuracy of the Check-Ledger is insured. Now, where the

balances of the Current-Account-Ledger are checked every

week, you employ the Check-Ledger to test their accuracy in

this way. If to the amount of the balances of the Current-

Account-Ledger last week, you add the total credits entered in

the Check-Ledger during the week, and deduct the total debits
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entered in the Check-Ledger during the week, the remainder

will show the total amount of the balances of the Current-

Account-Ledger for the present week. Each Current-Account-

Ledger wiU have a Check-Ledger, and thus each Ledger will be

checked separately, so that when the total balance is wrong, it

will at once be seen in which Ledger the error has occurred.

Time is sometimes lost by a clerk taking up the wrong

book—opening it, putting it down, and then taking up the

right one. A cashier, for instance, will sometimes take up the

Paid-Waste-Book instead of the Received-Waste-Book. To pre-

vent this, the two books may have covers of different colours

—

one white, the other green. Time may be lost by two clerks

wanting the same book at the same time. The ledger-keeper

may want to post from the Received-Waste-Book, when the

cashier is using it. To prevent this, there may be two sets of

Waste-Books—one for Mondays, Wednesdays, and Fridays, and

the other for Tuesdays, Thursdays, and Saturdays ; and, to pre-

vent mistakes, the names of the days should be written in large

letters on the covers of the books.

IV. We will now make a comparison between the system of

Book-keeping practised by Merchants and that practised by

Bankers.

The merchants have their Waste-Book, Journal, Ledger. The

bankers have their Waste-Book, Day-book, Ledger.

In both cases the Waste-Book is the book in which trans-

actions are first entered. But this book is capable of sub-

division : it contains a record of various transactions, some of

which may be entered in separate books. Bankers have their

Received, Paid, and Supplementary Waste-Books ; also their

Deposit-Receipt-Book, Discount-Registers, and other books sub-

sidiary to the Waste-Book. So merchants have their Waste-

Books subdivided into various books, according to the nature

of the transactions. There is the Invoice-Book, containing an

account of all goods purchased ; the Sales-Book, containing an

account of all goods sold ; a book for " Bills Receivable," con-

taining a list of all bills in the merchant's hands, which when
due he will receive ; another for bills payable, containing a list of

all bills he has accepted, and which when due he will have to

pay ; a Cash-Book, containing an account of all cash he receives

or pays away ; and several others, varying according to the clia-
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racter and extent of the business. Now all these subdivisions

of the merchant's Waste-Book resemble those of the banker's

in two things :—first, they are all kept chronologically—they

contain a record of the transactions in the order of time in

which they occurred ; and, secondly, all the transactions thus

recorded must afterwards, upon the system of double entry,

pass, either individually or in totals, through the book which

merchants call a Journal, and bankers call a Day-Book.

The words " Journal " and " Day-Book " have the same

meaning, and in this instance the use of the two books is

similar. But in the merchant's Journal individual transactions

may be entered, while in the banker's Day-Book they are

always entered in totals. Thus the total amount of " Bills Dis-

counted," and the total amount of credits and payments on cur-

rent accounts, are entered in the Day-Book, but not the indivi-

dual items. Another difference is, that over each entry in the

merchant's Journal you state to what account it is to be posted

;

for every entry is posted to two accounts—to the debit of one

account, and to the credit of the other. And this is denoted

by Dr. being placed before the name of the account to be

debited. Thus, if a merchant buys some goods for ready money,

the Journal entry is preceded by

—

Goods Dr. to Gash

;

implying that the account " Goods " is to be debited, and the

account " Cash " to be credited. On the other hand, if he sells

goods for ready money, the transaction will be journalized

thus :

—

Gash Dr. to Goods.

If he sells goods upon credit to John Brown, it will be

—

John Brown Dr. to Goods.

If he sells goods for a bill of exchange, it will be

—

BiUs receivable Dr. to Goods.

If he sends goods abroad, as a speculation, in the ship Adven

ture, he may raise an account for the ship, and say

—

Shi^ Adventure Dr. to Goods.

The entries in the banker's Day-Book are made daily, but
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the entries in the merchant's Journal are generally made once

a month.

The Ledgek.—We have stated that in the merchant's

Ledger every entry is made twice—one account being debited,

and another credited—and these two accounts are indicated in

the Journal. This is what is called book-keeping by double

entry. If it be asked, whether bankers keep their books by

double entry ?—the answer is, that those bankers who have no

General-Ledger (and this is the case with not a few of the pri-

vate bankers) do not keep their books by double entry. The

Cxirrent-Account-Ledger is not kept by double entry. It con-

tains none but personal accounts, and its accuracy is tested only

by the periodical balanciags. The banker's Ledger which cor-

responds in this respect with the merchant's Ledger, is not the

Current-Account-Ledger, but the General-Ledger. This is kept

by double entry. In a ledger kept by double entry, the sum of

all the debit balances will be equal to the sum of all the credit

balances ; and the sum of all the debit amounts will be equal to

the sum of all the credit amounts. When this is not the case

there is an error in some of the accounts. This is the case with

the banker's General-Ledger. But, as the transactions are not

posted individually, but only in totals, the double entry does

not appear on the face of the accounts. Thus, if a bill be dis-

counted for a customer, and the amount placed to the credit

of his current account, the Journal entry, on the principle of

mercantile book-keeping, would stand thus :

—

BUls Discounted Dr. to Current Aceoimts.

But the bill discounted is placed to the debit of the account of

" Bills Discounted," in a total of all the bills discounted on

that day. And the amount is placed to the credit of Current

Accounts, in the total of all the sums received to the credit of

Current Accounts on that day. Thus, the "double entry,"

though equally real, is not so apparent as though the trans-

actions were posted individually.

So, again, if a country banker should discount a bill, and the

customer ask for a draft on his agent in London, the Journal

entry, on the commercial system, would stand thus :

—

Bills Discounted Dr. to Drafts on London.

It would go to the debit of " Bills Discounted," in the total of
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all the bills discounted that day, and it would go to the credit

of " Drafts on London," in the total of all the drafts on London
issued on that day.

The accounts in a merchant's Ledger are usually classified

into Personal Accounts, Eeal Accounts, and Profit and Loss

Accounts. The Personal Accounts are the accounts of persons

who may owe the merchant money, or to whom he may owe

money. The Eeal Accounts are accounts denoting property,

such as cash, bills receivable, bills payable, merchandize, ship

adventure, &c. The Profit and Loss Accounts are rent, com-

missions, expenses, and all other accounts which are ultimately

transferred to the debit or the credit of the Profit and Loss

Account.

The banker's General-Ledger has no Personal Accounts, as

these are all kept in the Current-Account-Ledger. The

usual accounts are those I have enumerated in page 253, and

are all either Eeal Accounts or Profit and Loss Accounts.

It would be possible (but not desirable) to introduce all the

Personal Accounts into the banker's General-Ledger, and thus

to form the Current-Account-Ledger and the General-Ledger

'into one, and keep the whole by double entry. In this case we

should omit the totals of Current Accounts, now introduced

into the General-Ledger, and insert every transaction indivi-

dually. If John Brown drew a cheque on the bank, the Journal

entry would stand thus :

—

John Brown Br. to Cash.

And if he paid in money to his credit, the Journal entry would

stand thus :

—

Gash Dr. to John Brown.

AH the entries passed to the Dr. and Cr. of these Personal

Accounts would of course pass to the Cr. and Dr. of Cash. In-

deed, all the entries to the Dr. and Cr. of Cash would be the

same as are now made in the Check-Ledger, except that the

debtor column would be called creditor, and the creditor column

would be called debtor. By the use of such a Check-Ledger as

we have described, page 272 (for there are various kinds of Check-

Ledgers), the Current Accounts are virtually kept by double

entry ; and we have the additional advantage that, when there

are more than one Ledger, we are enabled to check each Ledger

2 E
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To accountants in banks where a General-Ledger is' not kept,

it appears strange that " Cash " should be credited for money

which is '^aid omay, and dS)ited for money which is received.

But this strangeness will vanish, if for the word " Cash " they

would fix in their mind the word " Cashier." If they had an

account with a cashier, they would of course M)it him, as they

do their banker, for all moneys they paid into his hands, and

credit him for all moneys they drew out. And the difference

between the amounts of these debits and credits would be the

balance either in their favour or against them.

In thus comparing the commercial and the banking systems

of book-keeping, I have hitherto supposed that all merchants

keep their books by double entry. But this is not always the

case with the smaller houses. And then their system more

nearly resembles the system of those bankers who do not keep

a General-Ledger.
" In keeping books by single entry, the Daily-Books are kept

in the same manner as in double entry, with the exception of a

column of reference to the Ledger in each book, which takes

the place of a column of reference in the Journal—this book

being dispensed with. The entries are posted. directly from the

Daily-Books into the Ledger. In the Ledger, by single entry,

strictly speaking, there ought to be only one kind of accounts

;

namely. Personal Accounts, including all persons to whom a

merchant becomes indebted, and aU persons who become in-

debted to him."*

It will be seen from this account, that, in mercantile book-

keeping by single entry, the merchant's Ledger resembles the

Current-Account-Ledger of the banker. In single entry the

merchant dispenses altogether with his Journal ; but the banker'

usually retains his Day-Book, even when he does not keep a

General-Ledger. But, in this case, the Day-Book contains only

the debits and credits, individually, of the Current Accounts,

which are posted afterwards into the Current-Account-Ledger.

In the horizontal system, as we have stated, the debits and
credits of the current accounts are not entered individually in

the Day-Book, but the total amounts are taken from the Paid

and Eeceived Waste-Books.

* Wallace's Pocket Guide to Commercial Book-Keeping.
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SECTION XIII.

BANKING CALCULATIONS.

When a bill is discounted, the party is credited for the full

amount, and debited for the interest. The interest is calculated

from the day on which the bill is discounted to the time it

falls due. The shortest way is to make use of an interest

book.

There is often a difference in the amount of interest according

to the method of calculation, either by months or by days. A
month from the 10th of February to the 10th of March, is only

28 days ; but from the 10th of March to the 10th of April, a

month is 31 days. The half year from the 1st of January to

the 30th of June, is 181 days; but from the 1st of July to the

31st of December, the half year is 184 days. The interest of

10,OOOZ. for six months is 2501. ; for 181 days it is only 247t

18s. lid.; for 184 days it is 2521. Is. 1^. Time Tables are

published, showing the number of days from every day in the

year to any other day in the year.

Interest tables, calculated at any rate of interest, give the

means of readily ascertaining the interest on any sum at a

different rate. This is done by taking that proportion of the

principal, or of the time, which the given rate of interest bears

to the rate of the interest tables. For example, if it be necessary

to ascertain the discount on a bill of lOOZ. for 50 days at 4 per

cent., and you have interest tables calculated at 5 per cent.

;

you may take either four-fifths of the time or four-fifths of the

amount. For, the interest of lOOZ. for 40 days, or the interest

of 801. for 50 days, at 5 per cent., is equal to the interest of

100^. for 50 days at 4 per cent.

When a bill is discounted, bankers charge interest on the full

amount of the bill, and take it at the time. Thus, if a bill be

discounted at 5 per cent., they wiU obtain more than 5 per cent,

on the money actually advanced. This is allowed by law, and

is not liable to be set aside on the ground of usury.

Bankers differ in their mode of calculating the interest upon

current accounts. Some have an Interest-Ledger, or cash

columns ruled in the Current-Account-Ledger, in which they

state the interest upon every individual item in the account.

Thus, for instance, the general balance takes place the 30th of

2 E 2
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June, and the 31st of December. If a sum of money is paid m
on the 1st of May, the interest is calculated on that amount

from the 1st of May to the 30th of June, and is then carried to

the credit of the party's interest account. On the other hand

if a cheque be drawn on the 1st of May, the interest is calculated

and carried to the debit of the interest account. On the 30th of

June, the interest account is balanced, and the balance is carried

to the debit or credit of the party's current account. Other

bankers take off the balance of the current account into a

separate book (or haye columns ruled in the ledger for bringing

out the balances*) for every day, from the 1st of January to the

30th of June ; add all these amounts together, and then take

the interest of the total for one day. To take the interest for

one day is a very easy operation. The interest of any sum for

one year at 5 per cent, is one-twentieth part of the principal,

and the interest for one day is the 365th part of the interest for

a year. Now 365 multiplied by 20 gives 7,300. You have then

only to divide any sum by 7,300, and you have the interest of

that sum for one day at 5 per cent, per annum. The interest

of any sum for one day at any other rate than 5 per cent, may
be found by multiplying the principal by twice the rate of

interest and dividing the product by 73,000. But the best way
is to make use of Gilmer's Interest Tables, published by Sims

and M'Intyre, of Belfast. Similar Tables have also been

published by Mr. Ooulthart, manager of the Ashton-under-Lyne

Joint-Stock Bank.

Banks who compound for the stamp duty on their notes and

fourteen-day bills on London calculate the sum to be paid by

ascertaining the amoimt in actual circulation every Saturday

night. The amounts for all the Saturdays in the half-year being

added together, and divided by 26, the number of weeks, the

quotient shows the average amount in circulation during that

period, and the duty paid is at the rate of 3s. Qd. per cent, upon

this average amount. This is at the rate of 7s. per cent, upon

the average annual amount.

To ascertain what denomination of notes remains the longest

in circulation, let the total average circulation for any given

period be represented by the number 1000 ; and let the amount

of each particular denomination be represented by a propor-

tionate part of 1000. Then let the total amount of notes paid

" See page 386.
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during the same period be represented by 1000, and the amount
of each denomination of notes be proportionally ascertained

;

then place these two series of numbers in juxtaposition, and it

will immediately be seen what denomination of notes remain

out the longest. For instance, if the average amount of a

banker's circulation consist of 20,000Z. in 51. notes ; 15,000Z. in

\Ql. notes ; 10,000?. in 20?. notes ; and 5000?, in 50?. notes ; then

the proportionate numbers will stand thus :

—

Total Circulation
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purchase money, and credit the same account the amount of the

annuity received. The first entry will be passed to the credit

of Profit and Loss Account. The second entry will be passed to

the debit of Cash Account, as a return of capital. The balance

of the Annuity Accoimt after each entry is made, will show the

amount of capital that then remains invested in Annuities.

The stock brokers charge one-eighth commission on all

purchases and sales of stock ; one shilling per cent, on Ex-

chequer Bills and India Bonds. The charges are made on the

amount of stock, not on the amount of money invested.

If the stock stands in the name of several persons, any one

may receive the dividends, but they must unite to execute a

sale. If one or more of the parties die, the stock is transferred

by the survivors, without the concurrence of the executors or

representatives of the deceased party. Hence, if a father wished

to give his son a certain amount of stock at his death, he might

place the stock in their joint names, and upon his death his son

would become the actual possessor of the property. Powers of

attorney made and executed for the sale or transfer of stock

must be deposited at the bank, for examination, before two

o'clock, the day previous to being acted upon; if only for

receiving dividends upon stock, it is sufficient to present the

power of attorney at the time when the fii'st dividend thereon

becomes payable. A power of attorney for receiving dividends

costs 5s. ; and for sale of stock, lis. Qd.

The stamp duties for conveyance or transfer, whether on sale

or otherwise, are :

—

(1.) Of any stock of the governor and company of the Bank £ s. d.

ofEngland .. .. .. ..079
(2.) Of any stock of the East India Company .. .. 1 10

(3.) Of any debenture stock or funded debt of any company
or corporation

:

For every lOOZ., and also for any fractional part of

lOOZ., of the nominal amount transferred .. 2 6

The dividends on the 3 per cent. Consols are paid in January
and July. The dividends on the 3 per cent. Eeduced, and on
the New 3 per cent, are paid in April and October. This last

stock bore interest at 3^ per cent, until October, 1854; it was
then reduced to 3 per cent. ; but the interest cannot be farther

reduced until October, 1874.

The following quotations from Waterston's « Commercial
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Dictionary,'* will serve to explain the operations connected
with foreign bills of exchange :

—

"^A foreign bill of exchange is an order addressed to a person residing

abroad, directing him to pay a determiaate sum of foreign money to the

person in whose faTour it is drawn, or to his order. The amount of
foreign money, therefore, to be paid is fixed by the bill; but the amount
of British money (or money of the country in which the drawer resides),

to be given for the purchase of the bill, is by no means fixed, but is con-

tinually varying."

" Of the two terms of comparison between the money of one place and
that of another, one is fixed, the other is variable. The place whose
money is reckoned at the fixed price is, in commercial language, said to

receive the variable price : the other is said to give the variable price.

Hence the higher the exchange between any two places, the more it is in

favour of that which receives the variable price ; the lower, the more in

favour of that which gives the variable price;— the exchange being said

to be favourable or unfavourable to any place, according as a smaller or
larger amount of the currency of that place is required for discharging

a given amount of foreign payments. Thus London receives from Paris

a variable number of francs and centimes for 11. sterling ; and taking the

par at 25 francs 34 centimes for 11., exchange will be 5 per cent, in favour

of London when it rises to 26 francs 62 centimes, and about 5 per cent,

against London when it falls to 24 francs 7 centimes."
" Bill merchants study the exchanges, not only between the place at

which they reside and all other places, but also between all those other

places themselves, by which means they are generally enabled to realize

a profit by buying biUs in one place and selling them in another ;—in this

way preventing any great fall in the price of bills in those countries in

which the supply exceeds the demand, and any great rise in those countries

in which the supply happens to be deficient. Sometimes exchange opera-

tions are conducted with little outlay of capital. Thus, if a bill merchant

in London can sell a bill on Amsterdam at half per cent, premium, and
buy one at Paris at half per cent, discount, and with the latter buy one at

Paris on Amsterdam at par, he will have gained 1 per cent, by the trans-

action, without the employment of any capital ;—the biU remitted from

Paris to Apisterdam arriving in time to meet the bill drawn there upon
his correspondent. Again, a biU merchant, in order to take advantage of

a premium on the exchange, may obtain a credit abroad upon which he

may draw biUs, under the calculation that at some future and not very

distant period he will be able to replace the funds -at a lower rate of

exchange, and thereby realize a profit by the operation. The central

points for such transactions are Hamburgh, Amsterdam, Vienna, Paris,

New York, and above all, London, the great money change of the world."

" In this country the buying and selling of bills on foreign countries is

conducted by brokers, aU such transactions centring in the metropolis. Li

London the days for the negotiation of foreign biUs are Tuesdays and

* A Cyclopsedia of Commerce, Mercantile Laws, Finance, Commercial Geo-

graphy, and Navigation, by William Waterston, Esq.
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Fridays, Vobforeign post days, as they are still called. The brokers go
round to the principal merchants, and discover whether they are buyers

or sellers; and a few of the more influential, after ascertaining the state of

the market, suggest a price at which the greater part of the transactions

are settled, with such deviations as particular bills may be subject to from
their high or low credit. For the bills they buy on one post-day, houses

of established credit pay on the following post-day, when they receive the

second and third bills of the set ; foreign bills being usually drawn in sets

of three. The brokerage charged on bills is 1 per mille, or one-tenth per

cent.

" On the evenings of Tuesdays and Fridays, the market rates for bills

on all the principal foreign cities, with the current prices of bullion, are

published in Wetenhall's ' Course of the Exchange.'

"

All bills are drawn in tlie money of the country in which
they are to be paid.

We often find in the City Article of the Times, the Econo-
mist, and other journals, paragraphs like the following :

—

" The premium on gold at Paris is 7 per mille, which, at the English
mint price of 3/. 17s. 10 J d. per ounce for standard gold, gives an exchange
of 25-32i ; and the exchange at Paris on London, at short, being 25-25, it

follows that gold is 0'30 per cent, dearer in Paris than in London."
" By advices from Hamburgh, the price of gold is 485J per marc, which,

at the EngUsh mint price of 3Z. 17s 10\d. per ounce for standard gold, gives
an exchange of 1310i ; and the exchange at Hamburgh on London, at
short, being IS'lOf, it foUows that gold is 17 per cent, dearer in London
than in Hamburgh."

" The course of exchange at New York on London is 108J- per cent.

;

and the par of exchange between England and America being lOgja. per
cent., it follows that the exchange is I'OS per cent, against England

°
but

the quoted exchange at New York being for bills at 60 days' sight, the
interest must be deducted from the above difference."

The real par of exchange between two countries is that by
whicli an ounce of gold in one country can be replaced by an
ounce of gold of equal fineness in the other country. In
England gold is the legal tender, and its price is fixed at
2,1. 17s. lO^d per ounce. In France, silver is the currency,
and gold, like other commodities, fluctuates in price according
to supply and demand. Usually, it bears a premium or agio.
In the above quotation, this premium is stated to be 7 per
mille; that is, it would require 1,007 francs in silver to
purchase 1,000 francs in gold. At this price the natural
exchange, or that at which an ounce of gold in England would
purchase an ounce of gold in France, is 25-32^. But the
commercial exchange—that is, the price at which bills on
London would sell on the Paris Exchange—is 25 francs 25
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cents., showing that gold is 0-30 per cent, dearer in Paris

than in London. Tables have been constructed to show the
results of each fluctuation in the premium of gold in Paris,

Amsterdam, &c. &c.

It is useful sometimes to know how many persons enter a
bank in the course of a day, and during what hours the greater

number arrive. To do this, set a person in the hall, with a

paper marked 9 to 10, 10 to 11, and so on. Then, when a

person enters a bank between the hours of 9 and 10 o'clock, he
will make a mark like a figure 1. This mark he will repeat as

every additional person enters. He will go on in this way
all through the day. When the bank closes, he will ascertain

by counting the marks how many persons have entered the

bank during each hour, and how many altogether. The
cashiers should go to dinner during the hour in which the

fewest people come to the counter. And if a clerk wants a

day's holiday he should fix on the day in which the fewest

people enter the bank. It is in this way that a man standing

in the street is able to keep a register of the number of

omnibuses that may pass him during the day.

" If you are a clerk in a public office, and are behind your

time a quarter of an hour every morning, in three hundred

days that will amount to seventy-five hours ; more than equal

at six hours a-day to a holiday of twelve days in the course of

the year. A large number of small parts will make a great

whole.

"The following anecdote froves, by multiplication, the

importance of punctuality :

—

'A member of the Committee being a quarter of an hour behind the

time, made an apology, saying, the time passed away without his being

aware of it. A Quaker present said—" Friend, I am not sure that we
should admit thy apology. It were matter of deep regret that thou

shouldest have wasted thine own quarter of an hour ; but there are seven

besides thyself, whose time thoii hast also consumed, amounting in the

whole to two hours—and one-eighth of it only was thine own property.'

"

Banldng Documents.—By banking documents, I mean re-

ports, bonds, deeds, letters, or other writings, used in connexion

with banking—such as prospectuses, applications for shares,

deeds of settlement, bonds of security by managers and clerks,

declarations of secrecy by the same, agreements with reference

to lodgment of deeds as securities, cash credit, bouds, certifi-

cates of shareholders, deeds of transfers, notices of calls for
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further payment on shares, &c. &c. The forms in which these

and the like documents may be drawn up are as easily pro-

curable as forms of wills, indentures, and bonds ; but vary at

the discretion of directors, secretaries, managers, and solicitors.

When any persons propose to form a joint-stock bank in

any district, they procure the statistical returns of the district

;

such as the tables of the population—the exports and imports

—the duties paid—^the returns of the sales in the various

markets—and every other information respecting the trade

and wealth of the district. If these prove satisfactory, they

take notice of the banks already established there, and observe

whether they are joint-stock banks, or private banks—whether

strong or weak—and whether likely to oppose or to join any

new establishment. If the existing banks be joint-stock banks,

the projectors procure from the stamp-office a list of the share-

holders, in order to observe the strength of their proprietary,

and whether they reside chiefly in the district.

Having satisfied themselves that a new bank would be

successful, the first document drawn up is a prospectus. This

document usually sets forth the great advantage of joint-stock

banking to both the public and the shareholders, and then

points out the facilities of the district in which the bank is

proposed to be established.

Previous to issuing the prospectus, some leading persons in

the district are requested to become members of a provisional

committee for the formation of the bank, and they obtain the

assistance of an influential solicitor, to whose office the appli-

cations for shares are usually addressed. The committee then

appoint a secretary, or sometimes the office of secretary is filled

by the solicitor.

Attached to the prospectus is the form of an application for

shares.

As the applications come in, they are entered in a book

prepared for the purpose. In the first column is entered the

date of the application ; then follow the name, profession, and

residence of the applicant ; then the number of shares applied

for, and in a farther column the number of shares granted.

After the committee have determined what number of shares

to allot to each applicant, letters are addressed to the respective

parties.

After the sums to be paid up have been received, a general
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meeting of the shareholders is called, when the provisional

committee make a report of their proceedings. Eesolutions are

then passed—1. That the report be received and printed;

—

2. That certain shareholders then named be appointed directors

;

—3. That the thanks of the meeting be given to the pro-

visional committee. The bank is now formed, and the govern-

ment is assumed by the directors. They appoint the manager

and other officers; they prepare the deed of settlement; and

they adopt the measures necessary for the commencement of

business.



THE PEACTIOE OF BANKING.

Pi\.ET II.—OF BANKING INSTITUTIONS.

SECTION I.

THE BANK OF ENGLAND.

The history, constitution, and administration of the Bank

of England up to the year 1828 have been traced in an early

chapter of the present edition,* and, later on, are continued to

several yearst after the passing of the all-important Bank
Charter Act of 1844 (7 & 8 Vict. c. 32), the principal provisions

of which are as follows :

—

"That from and after the 31st of August, 1844, the issue of pro-

missory notes of the Governor and Company of the Bank of England,

payable on demand, shall he kept wholly distinct from the general banking

business of the said governor and company ; and the business of such issue

shall be thenceforth conducted and carried on by the said governor and
company in a separate department, to be called " the issue department of

the Bank of England ;" and it shall be lawful for the court of directors to

appoint a committee or committees of directors for the conduct and
management of such issue department.

" 11. That upon the same day there shall be transferred, appropriated,

and set apart by the said governor and company to the issue department

securities to the value of fourteen million pounds, whereof the debt due by
the public to the said governor and company shall be a part ; and at the

same time so much of the gold coin and gold and silver bullion as shall

not be required by the banking department ; and thereupon there shall be

delivered out of the issue department into the banking department such
an amount of notes as, together with the notes then in circulation, shall

be equal to the aggregate amount of the securities, coin, and bulhon so

transferred to the issue department ; and it shall not be lawful for the

governor and company to increase the amount of securities for the time
being in the issue department, save as hereinafter is mentioned, but it

* Section III.—History and Principles of Banking,

t Pages 226 to 227.



Bank of England. 429

shall be lawful for them to dimmish the amount of such securities, and
again to increase the same to any sum not exceeding in the whole the sum
of fourteen million pounds, and so from time to time as they shall see

occasion ; and from and after such transfer and appropriation to the issue

department it shall not be lawful for the governor and company to issue

bank notes, either into the banking depaitment, or to any persons or

person whatsoever, save in exchange for other Bank of England notes, or

for gold coin or for gold or silver bullion received or purchased for the
issue department under the provisions of this Act, or in exchange for

securities acquired and taken in the issue department under its provisions

:

Provided always, that it shall be lawful for them in their banking depart-

ment to issue all such notes as they shall at any time receive from the
issue department.

" III. That it shall not be lawful for the bank to retaiu in the issue

department at any one time an amount of silver buUion exceeding one-

fourth part of the gold coin and bullion at such time held in the' issue

department.
" IV. That all persons shall be entitled to demand from the issue depart-

ment bank notes in exchange for gold bullion, at the rate of three pounds
seventeen shillings and ninepence per ounce of standard gold.

" V. That if any banker who on the 6th of May, 1844, was issuing his

own bank notes shall cease such issue, it shall bo lawful for Her Majesty in

Council to authorize the governor and company to increase the amount of

securities in the issue department to an amount not exceeding two-thirds

the amount of bank notes which the banker so ceasing to issue may have

been authorized to issue; and every such Order in Council shall be

published in the next succeeding ' London Gazette.'

""VI. That an account of the amount of notes issued by the issue

department, and of gold coin and of gold and silver bulhon respectively,

and of securities in the issue department, and also an account of the

capital stock, and the deposits, and of the money and securities belonging

to the said governor and company in the banking department, on some day

in every week to be fixed by the commissioners of stamps and taxes, shall

be transmitted weekly to the said commissioners, and shall be published

by them in the ' London Gazette.'

"Yn. That from the same date the bank shall be released from pay-

ment of any stamp duty upon their notes.

"VIII. That from the same date the payment of the annual sum of

120,000^. made by the bank under the provisions of the Act passed in the

fourth year of the reign of his late Majesty Eing William the Fourth, out

of the sums payable to them for the charges of management of the pubMc

unredeemed debt, shall cease, and in lieu thereof, in consideration of the

privileges of exclusive banking, and the exemption from stamp duties,

given to them by this Act, they shall, during the continuance of such privi-

leges and such exemption, allow to the public the annual sum of 180,0002.

" IX. That all profits derived by the bank from the increase of their

issues beyond the 14,000,0002. prescribed by the Act shall go to the

public.

" X. That from and after the passing of this Act no person other than a
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banker who on the 6th of May, 1844, was lawfally issuing his own notes

shall issue notes in any part of the United Engdom.
" XI. That after the passing of this Act it shall not be lawful for any

banker to draw, accept, make, or issue, in England or Wales, any bill of

exchange or promissory note or engagement for the payment of money

payable to bearer on demand, or to borrow, owe, or take up, in England or

Wales, any sums or sum of money on the bills or notes of such banker

payable to bearer on demand, save and except that it shall be lawful for

any banker who was on the 6th of May, 1844, carrying on the business of

,

a banker in England or Wales, and was then lawfully issuing, in England

or Wales, his own bank notes, under the authority of a licence to that

, effect, to continue to issue such notes under the conditions hereinafter

mentioned ; and the right of any company or partnership to continue to

issue such notes shall not be prejudiced by any change which may take

place in the personal composition of such company or partnership

:

Provided always, that it shall not be lawful for any company or partner-

ship now consisting of only six or less than six persons to issue notes after

the number of partners therein shall exceed six.

" XII. That if any banker in any part of the United Kingdom who after

the passing of this Act shall be entitled to issue notes shall become

bankrupt, or shall discontinue the issue of notes, it shall not be lawful for

him to resume such issues.

" XIII. That every banker claiming under this Act to continue to issue

notes in England or Wales shall, within one month after the passing of this

Act, give notice in writing to the commissioners of stamps and taxes of

such claim, and of the place and name and firm at and under which such

banker has issued such notes during the twelve weeks next preceding the

27th of April, 1844 ; and thereupon the commissioners shall ascertain the

average amount of those twelve weeks' issues ; and it shall be lawful for

every such banker to continue to issue his own notes : Provided, never-

theless, that such banker shall not have in circulation upon the average

of a period of four weeks, to be ascertained as hereinafter mentioned, a

greater amount of notes than the amount so certified.

" XIV. That if it shall be made to appear to the commissioners of stamps

and taxes that any two or more banks have become united within the

twelve weeks, it shall be lawful for the commissioners to certify the

average amount of the notes of the two or more banks so united as the

amount which the united bank shall thereafter be authorized to issue,

subject to the regulations of this Act.

"XV. That the said commissioners shall, at the time of certifying,

publish a duplicate of their certificate in the ' London Gazette,' and the

gazette shall be conclusive evidence in all courts whatsoever of the amount
of notes which the banker named in such certificate or duplicate is by law
authorized to issue.

" XVI. That it shall be lawful in case banks become united, for the
commissioners to certify the amount of bank notes which each bank was
authorized to issue, and the amount stated shall be the Hmit of the amount
of notes which such united bank may have in circulation: Provided
always, that it shall not be lawful for any such united bank to
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issue -notes at any time after the number of partners therein shall

exceed six.

" XVII. That if the monthly average circulation of notes of any banker
shall at any time exceed the amount which such banker is authorized to

issue, he shall in every such case forfeit a sum equal to the amount by
which the average monthly circulation shall have exceeded the amount
which such banker was authorized to issue.

" XVIII. That every banker in England and Wales authorized, under
the provisions of this Act, to issue notes, shall transmit to the Com-
missioners of Stamps and Taxes a weekly account of his issues, for them to

publish in the ' Gazette ;' and if such banker shaU neglect or refuse to

render such account as required by this Act, or shall render a false account,

he shall forfeit the sum of lOOZ. for every such offence.

" XIX. In this clause the mode of ascertaining the average amount of

notes of each issuing bank was set forth.

" XX. The commissioners were empowered to cause the books ofbankers,

containing accounts of their notes in circulation, to be inspected, and, if

it were thought fit, copied ; and a penalty, in case of refusal, of lOOi!. for

every such offence, imposed on the refusing banker.
" XXI. All bankers to return their names once a year to the Stamp Office.

" XXII. Bankers to take out a separate licence for every place at which
they issue notes or bills ; with a proviso in favour of bankers having four

such Koences in force on the 6th of May, 1844.

" XXIV. The Bank of England are authorised to compound with banks

desirous of withdrawing their own notes and issuing those of the Bank
of England; the amount of composition not to exceed I per cent, per

armum, and payment thereof to cease on the 1st of August, 1866.

"XXVI. Any society or company, though exceeding six in number,

carrying on the business of banking in London, or within sixty-five miles

thereof, may draw, accept, or indorse biUs of exchange, not being payable

to bearer on demand.
" XXVn. The bank are to enjoy the privileges secured by this Act,

subject to redemption upon twelve months' notice, to be given after the

1st of August, 1855, and upon repayment of the pubUc debt, and of all

sums and arrears whatsoever owing to them by government.

A searching inquiry will be found in Part I. of this work* into

the design, import, and effects of this much-debated Act; of

which it has been said by a high authority, alike in questions of

banking and of political economy, Mr. H. D. Macleod, that " of

all the Acts in the Statute-Book, there is none which comes

home to every man—which so nearly affects every man's interest

—as this Act.''

We proceed to give a summary of the business operations of

the bank, and of the changes which have taken place in its

relations to government and the public, since Mr. Gilbart wrote

the masterly disquisition referred to above.

* Sections VIII. and IX.
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The Bank of England can now issue to the extent of

15,000,000?. against that amount of securities set apart for this

purpose. She can issue to any farther amount against lodg-

ments of gold and silver, as regulated by the above Act. This

amount of 15,000,000?. may be issued either at the office in

London or at the branches. Were she to reduce the number of

her branches she would not be required to issue less than this

15,000,000?. ; and were she to increase her branches, she could

issue no more. If other banks discontinue their circulation,

she may upon application receive permission to extend her

issues to two-thirds the sum thus withdrawn ; but all the profit

of this increase must go to the Government. She cannot issue

any note for a less amount than five pounds. All the notes are

payable in gold on demand. The payment of those issued in

London can be demanded only at the London office. But the

payment of those issued at the branches may be demanded
either at the London office or at the branches where they were

respectively issued. Bank of England notes are a legal tender

in all cases, except when tendered by the bank herself.

The • Bank of England is a bank of deposit, of loan, and of

discount as well as of issue. She allows no interest on any

portion of her deposits, nor permits any account to be over-

drawn. She charges various rates on the bills she discounts, but

does not go below the rate she announces to be her minimum.

She does not act as the London agent of country banks ; but is

the agent of the Bank of Ireland, and the Eoyal Bank of

Scotland. She does not accept any bills that may be drawn by

those banks, or by her own branches—thej are all drawn with-

out acceptance. She does not issue any circular notes on

foreign countries, nor grant letters of credit on foreign banks.

She remits money to and from her branches, and from one

branch to another, and issues at the London office bank-post

bills, drawn at seven, fourteen, and any greater number of days

after sight.

The Bank of England is also the banker of the Government.
She has always a large amount of public deposits, on which she

allows no interest. She receives the public revenue, and pays

the dividends on the National Debt.*

The profits of the bank are derived from her capital, her rest,

' Thus the bank are at the same time bankers for the State, and bankers on
their own account, transacting the ordinary'business of London bankers. ^Editor.
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public and private deposits, bank-post bills, her agencies, and
lier circulation. From these funds she makes investments in

public securities and private securities. These bring dividends
and interest. She also has a profit on the 15,000,000?. of notes
in circulation. This profit is the difference between the expense
of maintaining the circulation, and the interest received on the

securities set apart to meet this circulation. The bank has an
annual payment from the Government for managing the

National Debt. She also receives a commission from those

banks to which she is the London agent. A profit is also

supposed to be obtained on bullion transactions. Against these

profits the bank has to place the expense of conducting the

establishment, and the losses incurred by bad debts, forgeries,

and unfortunate investments.

The Bank of England established branches in the year 1826,
at the suggestion of Lord Liverpool, in order to extend to the

provinces the advantage of a seewre circulation. This was
considered the grand desideratum at that time, in consequence

of the numerous failures that had recently taken place among
the country bankers ; and was effected with the greater facility,

in consequence of the establishment of joint-stock banks, who
made arrangements for issuing Bank of England notes.

The branches being not merely banks of circulation, but of

deposit, of discount, and of remittance, they came into com-
petition with the country bankers. This, in some cases, reduced

the charges previously made on banking transactions. As
banks of discount, they charged the same rate which was
charged at the London office—a charge usually below that of

the country banks. As banks of remittance, they granted

letters of credit at a shorter term. As banks of deposit, they

charged no commission. But, on the other hand, they allowed

no interest on the balance, and they allowed no account to be

overdrawn; and they would not receive from their depositors

any country notes unless the banks had previously opened an

account with them, and made a lodgment to meet their notes.

While, therefore, the branches have obtained a large circu-

lation, and have transacted a good business as banks of discount

and of remittance, they have not made much progress as ba,nks

of deposit.

The branches are all subordinate to the parent establish-

ment. They carry on the ordinary business of local banking,

2 F
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and of London banking as well, in addition to issuing bank

notes and bills. Cash for their notes can be demanded only at

the particular branch which has issued them, or in London.

The accounts are balanced every night, and the balance trans-

mitted to town daily, together with particulars of all the trans-

actions of the day. One of the most important public services

performed by the branches is the remittance of the revenue,

which is paid into them by the collectors, and credit is then at

once given to the exchequer account in London.

The bank has branches at Birmingham, Bristol, Hull, Leeds,

Leicester, Liverpool, Manchester, Newcastle, Plymouth, Ports-

mouth, and one in London, called the West-end Branch.

It had originally branches at Exeter, Gloucester, and

Norwich.

The branch at Exeter was closed May 1, 1834 ; the Gloucester

branch on the 28th February, 1849, and the Norwich branch

May 31, 1852. The reasons assigned for withdrawing these

branches do not appear very satisfactory. The Exeter branch

was closed because another branch was opened on the same day

at Plymouth, and the branch was said to he removed to Ply-

mouth. The opening of a new branch at Plymouth seems to

have no necessary connexion with the closing of that at Exeter.

The Gloucester branch was closed because a railway had been

opened to Bristol, and the people of Gloucester might, if so

disposed, transact their business with the Bristol branch. The

distance between Gloucester and Bristol is about the same as

that between Manchester and Liverpool ; but the directors have

never announced any intention of closing their branch at

Manchester, upon the ground that there is a railway to Liver-

pool. The true reason, we believe, to be that the business at

these branches had not realised the anticipations of the

directors. The active opposition of the private bank of Messrs.

Sparkes & Co. (afterwards merged in the Devon and Cornwall

Bank), prevented the Exeter branch obtaining much business.

At one time the Gloucestershire Banking Compaliy issued only

the notes of the Gloucester branch, but afterwards they resumed

the issue of their own notes, and hence, in 1843 and subsequent

years, the circulation of this branch declined. The Norwich

branch not only obtained but small business, but made large

losses. It appears from parliamentary returns that so early as

the year 1831, the bad debts at this branch amounted to
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£32,000. It may be remarked that the three branches with-

drawn were located in the centre of agricultural districts, and
the most prosperous branches have been located in manu-
facturing and commercial towns, as Manchester, Liverpool,

Birmingham, and Newcastle.

Here is another anomaly of the Act of 1844. The Bank of

England is placed in a position in which it is her interest to

withdraw some of her branches. At the same time, the banks

of issue in the neighbourhood of those branches are not allowed

to extend their issues so as to fill up the vacuum which is thus

occasioned in the amount of the local circulation.

[In addition to the management of the Government Funded
Debt, which has always been conducted by the Bank of England,

that corporation has of late years undertaken the management
of the Government Unfunded Debt, formerly managed by the

Exchequer OfiSce; of the Indian Debt,* and of the Funded
Debt of the Metropolitan Board of Works.

Pari passu with this increase of business, additional facilities

have been afforded to the recipients of dividends of the Tarious

stocks by giving them the option of receiving their dividend

warrants, by post, or at any of the branches of the Bank of

England. The bank has also waived the charge of Is. 6d. which

it formerly made for preparing Powers of Attorney for the receipt

of dividends.

In the BTillion Office an important modification has been

made in the assay by which gold is bought and sold. Formerly,

what was called the Trade Keport was used, and the fineness

of the gold was quoted to the 4- of a carat grain, equal to 7J
grains Troy, or the 768th part of the whole. This left a small

profit to the bank on gold bullion imported by them into the

Mint for the purposes of the coinage, since the Mint assayed

much closer ; whereas the assay now used at the bank determines

to the J- of a millieme, equivalent to the -j^Vo- P*rt of the whole,

and leaves no appreciable difference between the bank and the

Mint assay.

The price at which light gold coin is bought by the bank has

also been raised from SI 17s. Q^d. per ounce to 31. 17s. 9d., the

authorities of the Mint receiving this coin from the bank at

31. 17s. 10^^., instead ofrequiring it to be remelted and reassayed,

» Namely :—India 51. per cent, stock. India U. per cent, stock. East India

il. per cent, transfer stock. Eupee Promissory Note Loan.

2 F 2
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as was the practice previously. It is to be hoped that this

change, which decreases the loss on light coins, will tend to

induce bankers to withdraw them from circulation, and thus

lend their aid to purge the gold currency, which is at present

in a very unsatisfactory condition.

Under the Stock Certificates Act, 1863 (26 Vict. c. 28), the

bank issues stock certificates for consols, new 3 per cents., and

reduced 3 per cent, annuities. These certificates are transfer-

able by delivery; but the transfer may be restricted by the

holder filling in his name, address, and quality, in a space

provided for the purpose. These certificates are of the denomi-

nations of 50?., lOOZ., 200Z., 500Z., and lOOOZ., and coupons are

attached, payable to bearer, for the two half-yearly dividends

due next after the date of issue.

The stockholder, when he desires to obtain certificates,

transfers the stock in the Transfer OfS.ce in which the business

of that particular stock is transacted, where he receives a

certificate of the transfer, and this he exchanges in the Chief

Cashier's Office for the stock certificate he requires.

When a holder of stock certificates wishes to have the stock

they represent reinscribed, he delivers them up in the Chief

Cashier's Office, and receives a certificate entitliag him to have

a corresponding amount of stock inscribed in his name in the

Transfer Office of the stock.

The Government makes a charge of 2s. per cent, for the issue

of certificates, and Is. per certificate for reinscription.

Stock certificates for Metropolitan Consolidated 3J. per cent,

stock are issued in exactly the same terms as certificates for the

Government Funds, and for corresponding amounts, with the

exception that there are no certificates of 200?.

Stock certificates for India 4 per cent, and 5 per cent, stock

are issued for lOOZ., 500Z., and lOOOZ. ; but the transfer of these

certificates cannot be restricted, and the charges are slightly

different from those for the Government Funds.

The occasions and reasons for the increase of the bank note

issue have been lucidly set forth as follows, in the Bankers'

Magazine

:

—
" The authorized issue of Bank of England notes based on Government

secm:ities, which was fixed at 14,000,000?. by the Act of 1844, and which
having been increased in 1855 and 1861 respectively, by the sums of

475,000?. and 175,000?., now stands at 14,650,000?., is to be further



Bank of England. 437

augmented by 350,000?., which will raise the total to 15,000,000?. The
process is in conformity with the proyisions of the law, and is perfectly

simple. The basis on which the amount of purely paper circulation was
fixed at the date of Sir Robert Peel's measure was as follows :—Long
experience has shown that whenever the note circulation of the 'country
declined to a point approaching 22,000,000?., through the contraction
forced .upon bankers by an adverse state of the foreign exchanges, the
scarcity of currency was so felt ia its action upon prices as to cause
invariably a strong turn of the tide. That total of 22,000,000?. was, there-

fore, fixed as the safe amount at which paper, secured only by the credit

of the Government, might be allowed to pass as a legal tender, and was
made up by 14,000,000?. issued by the Bank of England, and 8,000,000?. of

issues of private and joint-stock banks in the provinces. At the same
time a provision was made, that if any of the latter establishments should
fail or withdraw from business, then in each such case the right of issuing

notes should be forfeited; and that it should be competent for the

Government, by an order in council, to authorise the Bank of England to

supply the deficiency thus created.

" To efiect that purpose, it would not be necessary for the bank to issue

more than two-thirds of the amount of the circulation that had been
forfeited, because it was taken for granted that every issuing bank would
keep at least a reserve of gold, equal to one-third of the notes it had issued

payable on demand, and which might therefore be presented at any time
;

and that, consequently, the actual currency which each had put out was
practically only two-thirds of its nominal amount, since to the extent of

the remaining third, other currency—that is to say gold—was withdrawn

from use and locked up in their tills. Accordingly, the new issues of the

Bank of England, in supplying the deficiencies from any such failures or

withdrawals, were to be limited to two-thirds.

" Gradually, after the passing of the Act in 1844, individual country

banks broke down or died out, but it was not till 1855 that the vacuum thus

occasioned attracted much public attention. At that date it was found that

issues had during the preceding eleven years been extinguished to the extent

of 710,000?., and an order in councU was then put forth for an increase of

475,000?. in the notes of the Bank of England. Between 1855 and 1861

further lapses occurred to the amount of 262,500?., and these were made
up by a new order in council for an additional issue of 175,000?. Thus
the total paper circulation of the bank was increased from its original sum
of 14,000,000?. to 14,650,000?., the amount at which it stood up to

Thursday last.

The process by which the new issue is effected merely consists in the

purchase of Government securities to the required amount. Stocks may
be bought in the open market, or an advance made to Government on

Exchequer bills. The gain from this investment in the present, as in the

previous instances, after deducting the annual expense for the manufacture

of the notes, &o., will be placed to the credit of the Government, the bank

being only an agent in the business. The actual amount of the country

circulation that has lapsed since the last filling up took place in 1861, is

739,965?., of which 442,000?. was from a voluntary surrender on the part of
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the National ProYincial Bank, when it determined to change its character

from that of a country to a London bank. Two-thirds of this amount of

739,966Z. would be 493,310Z., but the present order is limited to 350,000?.,

a circumstance for which no other reason can be conjectured than a desire

to tak'e the opportunity of fixing the Bank of England circulation at the

symmetrical figure of 15,000,OOOZ. The amount was included in the

account published for the week ending 21st February.*]

The Laws of the Currency with Beference to the Bank of

England.—In March, 1841, 1 was, at the request of the joint-

stock banks, examined as a witness before a Select Committee

of the House of Commons, " appointed to inquire into the effects

produced on the circulation of the country by the various

banking establishments issuing notes payable on demand." The

charge advanced at the time against the issuing joint-stock

banks, and generally against all banks of issue, was, that they

did not make the amount of their circulation correspond with

the amount of the circulation of the Bank of England. With

reference to this accusation, I laid before the committee a

variety of tables, designed to show the laws which regulated

the circulation of the Bank of England, of the country banks,

and of the banks of Ireland and of Scotland, respectively. The

inference was designed to show that no correspondence could

exist between the circulation of these several banks. These

tables cannot be introduced here. But the following is a

summary of my evidence on this subject, taken, from an article

on "The Laws of the Currency," which I published in the

" foreign and Colonial Eeview " of April, 1844 :

—

"We have before us two reports from the Committee on

Banks of Issue, laid before the House of Commons in the years

1840 and 1841. The committee report the evidence, and

abstain from giving any opinion upon the great questions

involved in the inquiry. They, however, recommended the pass-

ing of the Act 4 & 5 Vict. c. 50, requiring a monthly registry of

the circiilation of the Bank of England, and of the other banks

of issue, with the amount of bullion, to be published in the

Boyal Gazette. It may therefore be expected that, in a coui-se

of years, a sufficient number of facts will be recorded to enable

future generations to form 'well-grounded opinions' on this

important subject.

"In the mean time we will make use of the information we
already possess. We will take^ the monthly returns of the cir-

* Bankers' Magazine for March, 186S.
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culation for the period that is past, that i&, from September

1833 to the end of 1843, and endeavour, by observing their

various revolutions, to discover if they are governed by any

fixed causes or principles—to ascertaia if those principles are

uniform in their operation ; and if we should discover that

the revolutions of the currency are regulated by any uniform

principles, we shall call those principles the Laws of the

Cxu-rency.

" We shall begin with that portion of the currency which

consists of notes issued by the Bank of England. On looking

over the monthly circulation of the Bank of England, given

in the Table, No. 34, in the Appendix to the Report of 1840,

we observe, that the circulation of the months in which the

public dividends are paid is higher than in the subsequent

months. Thus, the average circulation of January is higher

than that of February or March. The circulation of April is

higher than that of May or June. The circulation of July

is higher than that of August or September. And the circu-

lation of October is higher than that of November or December.

This, then, we may consider as one law of the circulation of. the

Bank of England—that it ebbs and flows four times in the year,

in consequence of the payment of the quarterly dividends. This

law does not apply to any other bank, as all the Government

dividends are paid by the Bank of England.

"Again, the purchase and sale of Government stock and

exchequer bills by the Bank of England affect the amount of

her circulation. If the bank purchase Government stock or

exchequer bills, she pays for them in her own notes, and thus

increases her circulation. If, on the other hand, she sell

Government stock or exchequer bills, she receives payment in

her own notes, and thus her circulation is diminished. Another
' law, then, and one peculiar to the Bank of England, is, that her

circulation is affected by the purchases and sales of Government

securities.

" As the payment of the public dividends puts into circula-

tion the notes of the bank, the receipt of the public revenue

will of course withdraw her notes from circulation. A large

amount of the public revenue is paid at the latter part of the

year, and this probably is the main cause why the amount of

the Bank of England circulation is always the lowest in the

month of December. Although the circulation ebbs and flows
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four times in the year, yet the December* point is always the

lowest point throughout the year ; and this is the case in every

year, although the Bank of England is always open in Decemjber

for short loans, the granting of which increases her circulation.

This, then, is another law of the circulation.

" If the bank pui'chase bullion with her notes, that will of

course increase her circulation ; if she sell bullion, that will

diminish her circulation : and, as the bank is always open for

the purchase of bullion at a fixed price, and as gold may at all

times be Avithdrawn from her in payment of her notes, her

circulation is subject to considerable Huctuation from this

cause. There is not, however, any uniform correspondence

between the amount of her circulation t and the amount of

her bullion ; for when she pays the public dividends, she

increases her notes, but diminishes her bullion ; and when she

receives the public revenue, as in December, her circulation is

diminished, but the bullion is increased. These contrary fluc-

tuations are occasioned by that portion of our currency which
is under bl. consisting of the precious metals ; but they do not

impugn the law which states that the purchase of gold increases,

and the sale of gold diminishes, the amount of her circulation.

" We have thus traced those peculiar laws which regulate the
monthly revolutions of the circulation of the Bank of England.
We shall now proceed to its annual revolutions.

" Any of the causes of the monthly fluctuations of the circu-

lation of the Bank of England, if called into operation more in

one year than in another, may become causes of annual fluctua-

tions. But the most uniform and permanent cause of annual
fluctuation appears to be made by the purchases and sales of

bullion. The word ' bullion ' in the bank returns, means gold
and silver, whether coined or uncoined, and whether lying at the
head ofiice or at the branches. When the foreign exchanges
are in favour of this country, bullion is imported and sold to the
Bank of England ; and when the exchanges are unfavourable,
gold is exported, and the exporters obtain the gold from the
Bank of England, either by purchase or by demanding payment

* There was an exception to this law in December, 1843, in consequence of the
calling in of the light sovereigns.

t The word "circulation" means of course the amount of notes in the hands
of the public. Since the passing of the Act of 1844 the word has been sometimes
used in a more extended sense, so as to include also the notes in the banking
department of the Bank of England.
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of her notes. In most cases, howeyer, the circulation does not

fluctuate so much as the bullion. For when notes are issued

against a large importation of bullion, money becomes abundant

and cannot be employed, and hence it is lodged by bankers and

others in the Bank of England, on deposit. But so long as the

bank keeps her securities of the same amount, the increase of

the bullion will always be about equal to the increase of the

circulation and the deposits added together. And on the other

hand, when an adverse exchange draws bullion from the bank,

the deposits decrease as well as the circulation ; and the decrease

in both together will be equal to the amount of gold withdrawn

;

that is, supposing the securities to remain the same.

" By securities ' is meant G-overnment stock, exchequer bills,

loans, discounted bills, or anything else on which the bank may
have advanced money. It is a principle of management by the

bank to keep the total amount of their securities equal, or nearly

so; and so long as this rule is acted upon, the tendency of ex-

portations or importations of bullion to produce the variations

we have described, must be considered as one of the laws of the

circulation."

One Bank of Issue.—Mr. Cotton, who was the Governor of

the Bank of England when the Act of 1844 was passed, stated

in the evidence before a Committee of the House of Commons,

in 1848, that the ultimate object of that Act was the establish-

ment of one bank of issue.* I was examined on this subject

before the committee on banks of issue, in the year 1841. The

following is a summary of my evidence :

—

1. If we had only one hanJc of issue we should have sometimes

too much money and sometimes too little for the wants of trade.—
" I think it is one of the inconveniences of a metallic currency,

and would, in fact, be one of the inconveniences of a sole bank

of issue, that at one part of the year we should have too much

money, and at another part too little ; because, as money would

not fluctuate in amount, and the demands of trade would

fluctuate, the amount of money would not be proportionate

throughout the year to the demands of trade." . ..." I have

shown, from Appendix 34, that even taking the whole circula-

tion together, there is a difference varying from two to four

millions in the total amount of the circulation ; and, therefore,

after supposing all these transfers to have taken place, if they

* Commons, 4561.
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could have taken place at all, and that tlie surplus of one district

was to supply the wants of another, still there would be a very

great inequality in the amount of money, as compared with the

demands of trade.''

" It appears, from Appendix 34, that the total amount of

notes in England, Scotland, and Ireland, varies very consider-

ably in different months of the year. Supposing, then, that

you had one bank, and that all the notes in circulation were

the notes of that one bank, which did nothing but issue notes

against gold, and gold against notes, how would you employ

those notes which were not wanted in the slack periods of the

season ?"...." It is evident, from Appendix 34, that during

some part of the year there is not employment for the entire

amount of money that is required in another season of the year

;

and if you had one bank of issue, as you could not contract

the circulation, you would have a surplus circulation, which

would have the effect of lowering the rate of interest, and

promoting speculation."

2. On,e lank of issue would reduce the means of the country

hankers to afford assistance to their customers, and hence cause

great distress, especially in the agricultural districts.—" What
would be the effect which you think it would produce upon
country bankers ?"...." I think the banks, in the first place,

having to pay off their notes, it would reduce their funds, from

which they now give accommodation to their customers ; and in

order to find funds to pay off those notes, they would have to

recall loans, and to reduce discounts to such a degree as to cause

considerable distress throughout the coumtry, and more especially

in the agricultural districts."

3. The hankers would he compelled to increase their charges.—
" What effects do you imagine would ensue when the measure
had once been carried into effect ?"...." After the measure
had once been carried into effect, the charges which the country

bankers would be compelled to make upon that accommodation
which they would still have the power of affording must be

considerably increased."

"Why?" .... "Becausethey would then get no profit upon
the notes ; at present they can afford to advance money at a low

rate of interest when issued in their own notes, because of the

profit upon those notes. When I was in Ireland, I discounted

bills at the same rate which was charged by the Bank of
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England here, and for the same reason, because I issued my own
notes ; but if the country bankers had to bring the money from
a distance and lend it to their customers, they must get a greater

interest from their customers than they could get by employing
it in London or elsewhere, and hence they must make, either in

the form of interest,' or in the form of commission, heavier

charges than they made before."

4. One hank of issue would cause some of the smaller hanldng

establishments to he discontinued.—" The profit on the circulation

being thus reduced, there would be a further effect by the limi-

tation of banking establishments ; for some of those establish-

ments are so small, and established in places so remote, that

they would scarcely pay the expense of conducting them, unless

for the profits of the circulation ; and yet the withdrawal of

those establishments, though connected with no gi-eat profit to

the bank, would be attended with very considerable loss and

inconvenience to the inhabitants of those places, because those

banks act as receivers of the surplus capital, and hence they are

useful to persons who have money to place in those banks

;

they act as discounters and granters of loans, and hence they are

useful to the productive industry of the country ; they are also

useful as banks of remittance, for the purpose of making pay-

ments from those places elsewhere, and hence they are useful to

traders ; and those useful purposes, as far as many small banks

are concerned, would be altogether annihilated if those esta-

blishments did not issue their own notes."

" In your opinion, the suppression of their circulation would

render it necessary for them to charge a higher commission

upon their operations, or a higher interest upon the loans

which they make ?"...." With regard to those small esta-

blishments, I do not think any rate of commission could pay the

expense : with regard to the larger establishments, you might

make up for the deficiency of profit upon the circulation by an

increased charge of commission ; but with regard to small esta-

blishments, in remote places, the business is not sufficient, even

with the charge of commission, to pay the expense without the

profits of the circulation ; annihilation of the circulation would

lead to annihilation of the bank."

5. One hank of issue would lead to the substitution of hills of

exchanffe, or some other form of credit currency.—" Do you con-

ceive that it would have any effect upon what you have called
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the amount of the circulation, which in your opinion is required

at different times of the year ?". ..." I think it would have a

considerable effect generally in the reduction of the circulation

;

because, if the circulation was issued by one single bank, the

local bankers in the respective districts would have no interest

in increasing the amount of that circulation, and hence, in

places where it could be done, the bankers would most likely

have recourse to a bill circulation, and they would substitute

bills for the circulation of this one bank of issue. We know
that at Manchester and Liverpool, and in other places in that

district, a bill circulation a short time ago was almost tlie entire

circulation ; and it was not till the Bank of England established

branches in those places, that the bill circulation became con-

siderably reduced ; and even then the bank obtained a circula-

tion in those places only by offering their notes to country

bankers at a reduced rate of interest. Now, if you had only

one bank of issue, it is not to be supposed that the country

bankers would obtain those notes at a reduced rate of interest,

and consequently they would have no advantage in getting them
into circulation ; they would fall back upon their bill circulation,

upon which they got a profit, and the amount of note circulation

would, I think, be considerably reduced."

6. With one hanh of issue the reactions of the Foreign Exchanges

would froduoe great and universal distress, and yet not accomplish

that constant conformity between the London and country circula-

tion which is sought to he attained.—'" Do you conceive that such

a change as has been contemplated, namely, the abolition of

country bank notes, would produce any effect upon the foreign

exchanges?" .... "The effect upon the foreign exchanges

would depend upon the principle upon which the single bank of

issue was conducted. If conducted merely by issuing gold for

notes and notes for gold, I consider that when tbe foreign

exchanges were favourable, and brought in a large amount of

gold, then there would be a large amount of notes put into

circulation. I think that was the case in 1837 and 1838,
although the Bank of England did not issue to such an extent

as, upou the principle assumed, this one bank of issue would be
compelled to do. I consider that thus this large amount of

notes put into circulation against the importation of gold would
reduce the rate of interest, would excite speculation, and lead to

foreign investments ; that a reaction would then take place, and
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the amount of contraction would be very considerable, so as to

produce very great distress."

"Now, whether you have different banks, or whether you
have only one banJi, if there is a certain amount of circulation

in the country, and a certain amount in London, and the Bank
of England, or the central bank, purchase a large amount of

bullion in London, that immediately disturbs the proportion

that existed between the London circulation and the country

circulation ; and, on the other hand, if there is a demand for

bullion to go abroad, and bullion is sold at the central office,

that will contract the circulation, and contract it much more
than it could be immediately contracted in the country. If,

therefore, the liability to a disproportion in amount between the

country and the London circulation is a defect in the existing

system, it is a defect which the establishment of only one bank
of issue will not remedy."

7. The establishment of one lanJc of issue would embarrass the

fiscal operations of the Government.—"I may now state, with

reference to the payment of the public dividends, that the Bank
of England advances loans in December, before the dividends

are paid, which loans are discharged after the dividends are

paid, and thus the fluctuation in the currency is very con-

siderably diminished from what it otherwise would be. Now, if

we had a bank that could not do this, if the currency were issued

upon what have been called currency principles, then the

Chancellor of the Exchequer must have the whole amount of

the January dividends in his strong room before he could pay

those dividends. Out of the circulation of England and Wales,

consisting of about 28,000,OOOZ., you must collect eight millions

and a half, and lock, them up in the custody of the Government

previously to the payment of the dividends ; then you pay out

in a mass these eight millions and a half, and that in a state of

contracted currency ; and thus you go on, four times in the

year, producing the most violent and most extravagant fluctua-

tions : whereas now, by the excellent plan adopted by the Bank

of England, in issuing her notes before the payment of the

dividends, by means of loans, which are discharged after the

payment of the dividends, notwithstanding you pay eight

millions and a half of dividends, you produce a fluctuation in

the currency of only two millions and a half."

8. The principle of one bank of issue cannot be applied to the
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various currencies of (lie United Kingdmn.—" What is the general

conclusion which you propose to draw from the tables you have

put in ?"
. . . .

" The general conclusion I would draw is, that

the Bank of England is governed by certain laws which do not

apply to the country circulation ; that the country circulation

of England is also governed by laws peculiar to itself; that the

circulation of Ireland is also governed by laws peculiar to itself;

that the circulation of Scotland is also govemed by laws peculiar

to itself ; that those respective circulations are all governed by

uniform laws, as is shown by their arriving at nearly the same

point at the same period of tlie year ; and, therefore, that you

cannot introduce any system by which all those various circula-

tions, governed by different laws, can be amalgamated into one

system ; that such a system would be at variance with itself,

and would tend to destroy that beautiful system of country

banking whieh now exists in this country—a system which has

tended very much- to the prosperity of this country, which, by
receiving the surplus capital of different districts, and giving

out the capital for the encouragement of trade, calls forth all

the natural resources of the country, and puts into motion the

industry of the nation, and at the same time supplies a circula-

tion which expands and contracts in each district according as it

is required by the trade or agriculture of the district. Those
expansions or contractions take place at different periods of the

year in different districts; the circulation expands when the

wants of trade require it, and when no longer wanted it again

returns ; and I think this beautiful system, in the language of

the resolutions passed by the deputies from the joint-stock

banks, ' has greatly promoted the agriculture, trade, mining,

and general industry of the nation, and that equal advantages

cannot be produced by one bank of issue.'

"

SECTION II.

THE LONDON PRIVATE BANKERS.

By the Bank Charter Act of 1844 (7 & 8 Vict. c. 32, s. 21),

it was enacted " that every banker in England and Wales, who
is now carrying on, or shall hereafter carry on business as such,

shall, on the first day of January in each year, or within fifteen
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days thereafter, make a return to the Commissioners of Stamps

and Taxes at their head office in London, of his name, residence,

and occupation, or in the case of a company or partnership, of

the name, residence, and occupation of every person composing

or being a member of such company or partnership, and also

the name of the firm under which such banking company or

partnership carry on the business of banking, and of every place

where such business is carried on ; and if any such banker,

company, or partnership, shall omit or refuse to make such

return within fifteen days after the said first day of January, or

shall wilfully make other than a true return of the persons as

herein required, every banker, company, or partnership so

ofi'ending, shall forfeit and pay the sum of 50Z. ; and the said

Commissioners of Stamps and Taxes shall, on or before the first

day of March in every year, publish in some newspaper circu-

lating within each town or county respectively, a copy of the

return so made by every banker, company, or partnership carry-

ing on the business of bankers within such town, or respectively,

as the case may be."

This was the first time that any of the banking companies

in London were required to make returns to Government of the

number or names of their partners. All banks that issued notes

were required, when they applied for a licence, to name their

partners ; but as none of the London bankers issued notes, they

required no licence, and made no return. Nor did the joint-

stock banks established in London make any returns to the

Government of their partners. For as they did not possess,

until 1844, the power of suing and being sued in the name of

their public ofiScers, they did not register, at any Government

office, the names of their partners, though, in some cases, these

names were appended to the Annual Eeports of the directors.

This Act came into operation in January, 1845, and we have now,

therefore, the means of obtaining the names of all the partners in

all the banking establishments throughout England and Wales.*

The Act not only requires that the bankers shall make these

returns between the first and fifteenth of January in each year,

it requires also, that the Commissioners of Stamps and Taxes

shall publish them before the first of March following, in some

newspaper that circulates within the town or county in which

the bankers making the return carry on their business. The

*' These are inserted every year in the Banking Almanac.
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returns from the London banks are published in supplements to

the London Gazette, which we presume is considered to be a

newspaper within the meaning of the Act.

The particulars required to be returned by the Act, and

stated in the Gazette, are, the name of the firm or company

;

the name, residence, and occupation of the persons of whom the

company or partnership consists ; and the name of the place or

places where the business is carried on.

The LondoQ banking establishments, each not having more

than ten partners, may be divided into three classes :

—

I. Those who are members of the Clearing-house.

II. Those located east of Temple-bar, but not members of

the Clearing-house.

III. Those located west of Temple-bar.

The Clearing Banks are banks of deposit and of discount,

and they act as agents to the country banks. The banks in

Fleet-street and in Westminster do not usually discount biUs

for their customers, nor act as agents to country banks. Their

connexions embrace chiefly the clergy, the gentry, and the

nobility. Their loans to their customers are chiefly upon landed

security, and they are supposed to hold a large amount of

exchequer bills and other Government securities. Few of the

London bankers allow interest on deposits, or charge commission

on town accounts. Those who act as agents to country banks

charge a commission on the debit side of the account, and some

of them allow interest on the daily balance. Instead of a pro

rata commission, some country banks pay their agent by a fixed

annual payment, or by keeping in his hands a certain balance

without interest. None of the present London bankers have

ever issued notes, though, until the year 1844, they had legally*

the power of doing so. Most of them issue " Circular Notes,"

for the use of travellers on the Continent.

The following is a summary of part of the evidence delivered

before the Bank Committee of 1832, by George Carr Glyn, Esq.,

respecting the London bankers :

—

" There are sixty two private banks in the metropolis, none of wMoh for

the last fifty years have issued notes of their own, though it would seem

that such of them as consist of fewer than sixt partners roight lawfully

circulate their own paper if they pleased. As they act entirely with the

Bank of England paper, it is doubtful whether there be any limit to the

* By common law, through oversight of the legislature.

—

^Editoe.

t The number to which they were then restricted by the law.



The London Private Bankers. 449

number of partners of wMoh London private banks may consist. They
receive deposits, upon which they pay no interest. The system of allow-
ing interest on deposits was formerly tried in London, but the houses
that attempted it invariably failed. The deposits held by the London
bankers are generally composed of very large sums, which are necessarily

payable on demand ; and hence they cannot be made use of to the same
extent as those which are entrusted to country bankers, and which, when-
ever interest is allowed, are usually left with them for a stipulated period.

On the other hand, in aU ordinary transactions, the London banks charge
no commission to their customers.

" The London banks, in order to be able to meet their engagements,
usually keep a large deposit, nearly equal, perhaps, to half of what they
hold in reserve, in the Bank of England ; a portion of their current funds
they necessarily hold at home in bank paper, and a smaU amount in gold.

Their deposit in the bank they consider as so many notes in their drawer,

liable to be called out by the daily fluctuations in the accounts of their

customers. The balances in their hands, often very large, are frequently

withdrawn without notice ; hence their intercourse is almost hourly with
the Bank of England, from which they receive every facility.

" In order to turn their funds to profit, the London bankers employ as

much money as they can amongst their customers. They invest a con-

siderably larger proportion of their deposits in bills of exchange and pro-

missory notes than in public securities. The city banker is, however,

under a disadvantage in this respect, which is not felt by the banker at

the west end of the town. The latter may, to a certain extent, depend

upon the use of the moneydeposited with him, as his accounts are usually

those of country gentlemen, and individuals out of trade ; whereas the

former, whose accounts are principally those of persons actively engaged

in commercial or money operations, can hardly know three days before-

hand what the amount of his deposits may be at any given period. The

London bankers are obliged to employ their money occasionally at a very

low rate of interest. In some cases, it may have been within the last

twelve months, 2z per cent. ; but the average has been from 3 to 3J, and

it has fairly kept at that rate. The highest rate has been 4 for short bills,

but 5 has been charged for biUs of twelve or eighteen months."

The circumstances that attended the failure of Messrs. Strahan

& Co. have called attention to the following section respecting

bankers inserted in the Act 7 & 8 Geo. IV. c. 49.

" Agents emhezzKng Money entrusted to them to he applied to any special Pur-

pose ; or embezzling any Goods or valuable Security entrusted to them for

safe custody, or for any special Purpose, guilty of a Misdemeanour.

"And, for the Punishment of Embezzlements committed by Agents

entrusted with Property, be it enacted, That if any Money, or Security for

the Payment of Money, shall be entrusted to any Banker, Merchant, Broker,

Attorney, or other Agent, with any Direction in Writing to apply such

Money, or any Part thereof, or the Proceeds or any part of the Proceeds

of such Security, for any Purpose specified in such Direction, and he shall,

in violation of good Faith, and contrary to the Purpose so specified, in

2 G
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anywise convert to his own Use or Benefit such Money, Security, or Pro-

ceeds, or any Part thereof respectively, every such Offender shall be

guilty of a Misdemeanour, and heing convicted thereof, shall be liable,

at the Discretion of the Court, to be transported beyond the Seas for any

Term not exceeding Fourteen Years nor less than Seven Tears, or to

suffer such other Punishment by Fine or Imprisonment, qr by both, as the

Court shall award ; and if any Chattel or valuable Security, or any Power

of Attorney for the Sale or Transfer of any Share or Interest in any Public

Stock or Fund, whether of this Kingdom, or of Great Britain or of Ireland,

or of any Foreign State, or in any Fund of any Body Corporate, Company,

or Society, shall be entrusted to any Banker, Merchant, Broker, Attorney,

or other Agent, for safe Custody, or for any special Purpose, without any

Authority to sell, negotiate, transfer, or pledge, and he shall, in violation

of good Faith and contrary to the Object or Purpose for which such

Chattel, Security, or Power of Attorney shall have been entrusted to him,

sell, negotiate, transfer, pledge, or in any Manner convert to his own Use

for Benefit such Chattel or Security, or the Proceeds of the same, or any

Part thereof, or the Share or Interest in the Stock or Fund to which such

Power of Attorney shall relate, or any Part thereof, every such Offender

shall be guilty of a Misdemeanour, and, being convicted thereof, shall be

liable, at the Discretion of the Court, to any of the Punishments which

the Court may award, as hereinbefore last mentioned."

But it was said that the parties could escape punishment if

they complied with the 52nd Section of the Act.

" Provided always, and be it enacted. That nothing in this Act contained,

nor any Proceeding, Conviction, or Judgment to be had or taken thereupon,

against any Banker, Merchant, Broker, Factor, Attorney, or other Agent

as aforesaid, shall prevent, lessen, or impeach any Eemedy iit Law or in

Equity which any Party aggrieved by any such Offence might or would

have had if this Act had not been passed ; but nevertheless the Conviction

of any such Offender shall not be received in Evidence in any action at

Law or Suit in Equity against him; and no Banker, Merchant, Broker,

Factor, Attorney, or other Agent as aforesaid, shall he liable to he cmivicted hy

any Evidence whatever as an offender against this Act, in respect of any Act

done hy Mm, if he shall at any Time previously to his heing indicted for siuih

Offence have disclosed such Act, on Oath, in consequence of any compulsory

Process of any Court of Law or Equity in any Action, Suit, or Proceeding

which shall have been hond-fide instituted hy any Party aggrieved, or if he shall

have disclosed the same in any Examination or Deposition hefore any Com-
missioners of Bankruptcy,"

Messfs. Strahan, Paul, and Bates stopped payment the 11th

June, 1855. They were made bankrupts, and on the 25th June

they Toluntarily declared, in the Court of Bankruptcy, that

securities amounting to 113,000i, lodged with them by their

customers for safe custody, had been sold or otherwise parted

with, and the proceeds applied to their own use. They were
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committed for trial, and it was presumed they intended to plead

the above clause in the Act, in the hope that it would save them
from punishment.*

We shall now describe the mode of conducting the clearing,

or the way in which many of the London bankers make their

exchanges with each other. These exchanges are made at the

Clearing-house, which is situated in Lombard-street, in a part of

the old Post-office.

\The London Clearing! House.—The Clearing House was esta-

blished in 1775, by several of the London bankers, for the pur-

pose of facilitating their exchanges with one another. Every

London banker having claims against others, and they against

him, it used to be their practice to send out clerks daily to collect

the debts due to them, which were settled in cash or notes. The
inconvenience of this clumsy method of transacting business, and

the necessity it involved of keeping cash in their tills to meet

demands made upon them for settlement of these exchanges, led

to the formation of this establishment, the example of which had

been previously set by the Edinburgh banks ; indeed, a similar

plan seems to have been adopted as early as the sixteenth century,

by the merchants who met at the great annual fair held in the

city of Lyons. They made their bills payable at this fair only.

By this means they were relieved from the necessity of keeping

coin or bullion to discharge them, had the bills been drawn at

* Strahan, Paul, and Bates were tried at the October 1855 session of the

Central CdmiBal Court. They pleaded not guilty, and Sir F. Thesiger applied,

on their behulf, to plead in addition 52nd sect, of 7 & 8 Geo. IV. o. 29. They

were not allowed to plead it in addition ; but the point, among others, was

raised by Serjeant Byles in his address to the jury for Paul. It appeared that

the statement made by the prisoners in the Bankruptcy Court (coupled with

the account to which it referred) merely disclosed a dealing in April, 1855, with

certain Danish Bonds which had been pui'chased by the prisoners in substitu-

tion for certain other similar bonds deposited with them by the prosecutor, and

which they had previously converted, for which conversion of the original (not

the substituted) bonds they were indicted, but that the statement also referred

the assignees to certain of the firm's books, in which the conversion of the

original bonds appeared. The presiding judge (Aldersou), in summing up,

ruled that the statement was an insufficient disclosure, in not relating to the

original bonds, which were the subject matter of the indictment ; and then con-

tinued :
—" It never could have been intended that a person by voluntarily

disclosing any act could evade the penalties of the misdemeanour to which

such act had rendered him liable. People cannot thus be allowed to play fast

and loose with the criminal law ; now rendering themselves liable to be trans-

ported for fourteen years, and then, by a mere process got up for the purpose,

voluntarily absolving themselves from the consequence of their acts."

Baron Martin and Justice Willes concurred.

2 G 2
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the usual dates ; meanwhile their bills went into circulation, got

covered with indorsements, and were yearly set off against each

other when adjusting their mutual accounts—so that, as we

learn from Boisguillebert,* by this means transactions to the

amount of 80,000,000?. were settled without the need of a single

sou in coin.

Originally the Clearing House was an assemblage of bankers

who met daily to settle their claims upon each other, paying the

difference of their balances in cash or notes, and admission to it

was jealously restricted. The joint stock banks were not admitted

until 1 854, nor the Bank of England till ten years later.

The admission of these important establishments has enlarged

to an immense extent the business of the Clearing House,

which is performed with a simplicity, exactitude, and regularity,

as astonishing as the great development of its transactions.

The following is an accurate, if somewhat technical account

of the system now pursued at the Clearing House :

—

The delivery of bUls due on the day, and all biUs due on

the city banks, are presented daily (Saturdays excepted) at

10-30 A.M.

The parcels of drafts then brought in by the clerks of these

banks are entered up in charges on the city banks, and are

entered before the clearers leave—which is at noon.

The West-end bankers clear through their agents in the city.

On the 4th of the month (the great pay-day of commerce)
and on Saturdays, the Clearing House opens at 9 a.m. ; thus

forwarding the operations an hour and a half, and responding

to the general call for earlier closing hours on Saturdays.

The country clearing commences at noon. The delivery of

this has to be made up by 12*30, and the charges of country

cheques are then agreed: the payment of these takes place

after an interval of two days, required for the receipt of advices

from the country.

The ordinary clearing is carried out at 2-30. This comprises

all cheques paid in, country remittances of bills and cheques,

and tickets for country notes—the notes themselves not being
brought in, nor indeed any notes or cash.

In this, the afternoon clearing, the charges are endorsed with

amounts, so that a system of agreeing between the houses deliver-

ing and the houses crediting is carried out without the clerks

* Dissertation sur la nature dee Bichesses.
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meeting ; by this means facilitating the settlement of the ac-

count at 4 P.M.—at which hour the house closes for the delivery.

In the interval between 4 and 5, the delivery of returns or
unpaid articles takes place. The final hour for receipt of those
is 5. They are given credit for after the balances are struck,

and come into the general balance.

The Clearing House then tries. A difference of 1500Z. over,

or of lOOOZ. short, is allowed to stand over to the following day
;

but so large a difference is rarely carried over.

The Clearing House is under the control of Sir John
Lubbock, Bart, who represents the committee of bankers, of

which Lord Wolverton is chairman, and Mr. C. L. Bevan
deputy chairman. The House is managed by Mr. George
Derbyshire, Chief Inspector, and Mr. J. C. Pocock, Deputy In-

spector—the clerks who enter the charges being the represen-

tatives of the banks.

The country clearing (all country bankers now clear) was
introduced in 1858 by Sir John Lubbock, and has effected an
economy of some five millions of gold, which is thus added to

the general circulation. The statistical retiirns of the daily

amounts passed through the Clearing House, and which are

published weekly, are due to the same gentleman.

With reference to those returns, it is to be regretted that the

amount of bills and of drafts is not shown separately. Distinct

returns of the two, during the recent continental war, would have

been highly valuable, by displaying the changes in the course

of trade, and the commercial losses produced by the lamentable

conflict.

As bearing on this subject, we quote the following excellent

remarks from the Echo, January 19th, 1871 :

—

" There are two settlements in the Stock Exchange each month, and on

those days the cheques and bills passed through the London Clearing

House swell to an amotmt never reached on other occasions. The " 4th of

the month " wiU not compare with it. In the first column we give the

total clearing on each of these days in the year, and in the second we give

an approximation of the "clearing" arising from the Stock Exchange.

The foUowing are the figures :

—

Total clearing on Probable Stock
Settling DafS. Exchange Clearing.

lanuarv / £26,473,000 £14,473,000January
• • \ 26,849,000 16,349,000

ir„v,.„or„ / 25,845,000 11,845,000
i^erauary

• • j^ 28,736,000 18,736,000
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March

April

May.

June

July

August .

September

October .

November

December

Total clearing on
Settling Days.

/ £29,658,000

\ 28,484,000

/ 32,702,000

\ 27,712,000

/ 27,384,000

\ 27,975,000

/ 33,952,000

\ 30,366,000

/ 32,461,000

\ 30,300,000

/ 22,500,000

\ 20,512,000

f 18,741,000

\ 22,992,000

( 21,243,000

\ 23,005,000

( 26,596,000
1 25,018,000

f 22,380,000

\ 23,030,000

Probable Stoct

Exchange Clearing.

£16,658,000
17,484,000

20,702,000
17,712,000

16,384,000
16,975,000

22,952,000
18,366,000

22,461,000
19,300,000

11,000,000
9,512,000

7,741,000
12,992,000

10,243,000
13,000,000

16,596,000
15,018,000

12,380,000
13,030,000

" Any one who will look carefully down the second column wiU see the

commercial and poUtioal history of the year. Little as, m many respects,

the war has interfered with business generally^ there is a very marked

contrast between the first and second six months of the year. The declara-

tion of war was made known to the French Chambers on the 15th July,

and up to that date Stock Exchange, as well as other business, had been

enlarging month aftel month, under the encouraging influences of cheap

money and political quietude. At the first settlement in April the Stock

Exchange cleared cheques to the amount of 20,702,000?., and at the first

settlement in June the clearing was nearly 23,000,000?., probably the

largest amount ever recorded in the history of the Stock Exchange. Prom
the beginning of the year to that date the lowest cleaxing had been

11,845,000?. Quite a different aspect is presented by the clearings subse-

quent to that date. Instead of uniform progress there is fluctuation. The

first settlement in July included the war panic, and the forced closing of

accounts ran the total of paid moneys up to 22,461,000?., or the second

highest of the year ; notwithstanding that literally dozens of members and

outside speculators utterly succumbed, very few of whom have since

retrieved their position.
. So great was the liability unexpectedly incurred,

that by common consent, though contrary to the rules of the Stock

Exchange, many accounts stood over for settlement to the end of the

month. Then the clearing exceeded 19,000,000?. From then till the first

settlement in September business became more and more confined, imtil

the clearing had receded to 7,741,000?., or not much more than a third of

what it was in the hey-day of peace ! From that date to the end of the

year the tendency was to regain some of the lost activity, the Germans
having obtained unlimited success, and the prospect of other powers being

drawn in having become very remote. The first settlement in October

amounted to 16,596,000?., the highest since the collapse of July, though
below every clearing, excepting in the first six months of the year. The
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denunciation of the Treaty of 1856 caused some consternation, but the

former panic had cleared put the weak holders, and very little, if any,

durable effect was produced. The tendency now is to wait the final result

of the war. This will be followed by a rebound upwards, but a reaction

must, we think, set in when the full extent of the destruction is realised.

Not only will money leave this country in large quantities in payment of

temporary loans placed here for security, but the sums required for the

restoration of railways and other indispensable works and buildings will

long form a constant drain upon our resources."

Up to 1854, settlement at the Clearing House was completed

by the payment of bank . notes, when a further economy was

effected through settlement by transfer from one banker's

account to another at the Bank of England, where all London

bankers keep their balances. Previously to this improvement

the bankers had to keep a stock of cash in their tills to meet

their clearings, which now augments the circulation to the

advantage of the country generally, and no less to the profit of

the Threadneedle establishment.

As one instance, out of many that could be cited, of the

perfection of the system which regulates the operations of the

Clearing House, we may mention that on Wednesday, the 15th

March of the current year, 30,000,000?. were passed through it,

and the house tried right.*]

All the articles in the clearing are entered at home in a book

called the Clearing-Book. On the left hand are entered the

bills and drafts upon other bankers. These are called the

" clearing-out." On the right hand are entered the drafts which

are drawn upon the house, and which have come in from the

clearing. These are called the " dearing-in." If the " clearing-

out " is a greater sum than the " clearing-in," the clerks say,

" the clearing brings in ;" that is, the clearing clerk will bring

in money from the Clearing House. In the other case, they say,

" the clearing takes out ;" that is, he will have to draw from

the Banking-house to settle at the Clearing House. The

balance of this book should agree with the clearer's balance-

sheet, except the differences of the preceding night, which he

may have settled. When this is the case, the clearer is right

;

if not, he is wrong, and he must discover the error. The clearer

may be wrong through errors made either in his own book at

the Clearing House, or in the Clearing-Book at home. The

error at home may be either in the " clearing-in " or in the

* There are 105 sittings, or counters in the Clearing House, with an average

daily attendance from the clearing banks of about 90 clerks.

—

Editor.
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" clearing-but." If the error be in the clearing-out, it will

make the Banking-house wrong ; if in the clearing-in it will

not. Suppose, for instance, the clearing-out is wrong cast

lOOOZ. too much, the house will be lOOOZ. over, and the clearer

will be lOOOZ. short. But if the clearing-in be wrong cast lOOOZ.

too much, it will not affect the balance of the house, because

the Cash-Book will, consequently, be lOOOZ. less; and these

two amounts, those of the Cash-Book and the Paid-Day-Book

(into which the amount of the Clearing-In-Book is entered),

are placed on the same side of the trial paper. But this error

will make the clearer wrong. The way in which the clearer

discovers his errors is, by marking off his book against the

Clearing-Book, and by recasting both the books. An error may
have occurred at the Clearing House. If the clearer has placed

a wrong balance on his sheet, or has wrong cast his balance-

sheet, the Clearing House will be wrong, and the inspectors will

make it their business to discover the error. But if the clearer

has entered an article wrong in his book, and the clerk of the

house upon whom the draft is drawn has entered it wrong also,

then the Clearing House wiU be right, and both these clearers

will be wrong ; one being as much over as the other is short.

All the articles in the clearing-out must mark against either

the Journals, the Eeceived- Waste-Books, or the Lists. To
secure greater accurary, the clearing-in is entered not only in

tlie regular Clearing-Book, but also in another book by itself,

which for distinction is called the Cleariag-In-Book. The
amount of the clearing-ia is entered in the Paid-Day-Book
previous to the daily balance. On the following morning, the

Clearing-In-Book is marked against the debit side of the

Ledger, and the Ledger-Folio placed against each entry.

Country notes are not paid at the Clearing House, but are

taken round to the banking-houses, and exchanged for tickets

called memorandums, which are passed through the afternoon

clearing. The following is the form of these memorandums :

—

' London, 1st May, 18 .

Dv£ to Messrs. Steady & Co.

One Thousand Pounds

for Country Notes, to be paid in the clearing of this day.

For Messrs. Hope, Rich, & Co.

£1,000. A Clerk.
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Drafts that are paid into the Banking-house after four o'clock

are taken to the houses upon whom they are drawn "to be

marked ;" that is, it is asked if these drafts will be paid in the

clearing of the next day. If so, one of the clerks marks the

cheque by placing his initials upon it. If the cheque is refused

to be marked, it is returned as dishonoured, on the following

day, to the person who has paid it in. Had it not been sent to

be marked, the draft would not have been refused payment

until the next day, and it could not be returned to the customer

till the day afterwards.

The operations on the Stock Exchange cause a great number
of cheques to be drawn on banksrs, and thus increase the

operations at the Clearing House.

A person who wants to buy lOOZ. consols, gives his order to

a broker, and pays him possibly by a cheque on his banker,

which the broker takes and pays to his own banker. He then

buys the lOOZ. consols from a jobber, and pays him by a cheque.

The jobber possibly replaces this stock by buying lOOZ. consols

from another broker who is ordered by his principal to sell that

amount of stock. The jobber gives the broker his cheque upon

his banker, and the broker probably will give his principal the

produce of the stock by a cheque. No money has passed

between the parties, and the result of the whole is, that the

buyer of the stock has 90Z. less in the hands of his banker, and the

seller has 90Z. more. Four cheques have been drawn, and these

have caused transactions with five different bankers. The total

number of credit and debit operations in all the banks is eight.

1. The banker of the buyer of the stock pays his cheque

through the clearing, and debits his customer.

2. The banker of the broker who buys the stock credits him

with the purchaser's cheque, and debits him for the cheque he

gives to the jobber.

3. The banker of the jobber credits him for the cheque he

has received from the buying broker, and debits him for the

cheque he gives to the selling broker.

4. The banker of the broker who sells the stock credits him

for the jobber's cheque, and debits him for the cheque he gives

to his customer who is the seller.

5. The banker of the seller credits him for the cheque of the

broker who has sold the stock, and will debit him for any

cheques he may draw against it.
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Should neither the buyer nor the seller of the stock keep a

banker, then only three cheques would be drawn.

Besides these daily transactions arising out of real business,

the brokers have lai^e transactions in what are called " time

bargains." This is what is usually meant by " gambling in the

funds." The parties buy or sell consols against the next

settling day. No real purchase or sale is ever intended. When
the settling day arrives, the losing party has to pay the difference

that has arisen from the fluctuations in the price. A settle-

ment takes place among the brokers in a way somewhat

resembling the settling between the bankers at the Clearing

House. All the differences are paid by cheques. A broker may

give twenty, thirty, or forty cheques to as many different

brokers, and he may receive an equal number from other-

brokers. All these cheques are paid by the respective bankers

through the Clearing House. Besides settling days for consols,

there are also settling days for foreign funds, and for shares in

railway companies. The differences in these cases are also

settled by cheques upon the clearing bankers.

Those West-end bankers who keep an account with a city

bank do not in all cases pass the whole of their transactions

through the Clearing House. They pay and receive with the

Clearing bankers individually, and sometimes leave their unpaid

bills with their City agent. They occasionally pay into the

City bank the cheques they may have on the Clearing bankers,

and on the other bankers too.

The stock-brokers usually write across every cheque they

draw the name of the banker of the party in whose favour it

is drawn ; and if they do not know the name of the banker,

they write " & Co." The banker on

whom it is drawn will then pay it only in the clearing.

If a broker intends a cheque to be paid in bank notes across

the counter, he writes on it the word " cash." Such cheques are

given only to persons who do not keep bankers.

Many persons now cross the cheques they draw with the

name of a banker, to guard against fraud in case the cheques

should be lost or stolen. The cheque can then only be paid to

the banker whose name is on the cheque. If it be crossed with

the names of two bankers, it will be refused payment to either,

unless the matter be satisfactorily explained.

Clearing bankers never make payments to each other except

through the clearing.
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[The following letter, addressed last year by Sir John Lubbock
to the leading papers, shows in a striking manner the marvellous

effects, economic and other, resulting from the machinery of

the Clearing House :

—

"Sir,
" The third year during which the Clearing House statistics have

been published has now elapsed, and Messrs. Derbyshire and Pocock, the

inspectors, have prepared for us certain statistics, from which the following

will, I think, be interesting to many of your readers.

" The total amount of cheques and bills paid at the Clearing House,

during the year ending 30th April, 1870, have amounted to 3,720,623,000/.,

being an increase of 186,584,000^. over 1869, and of 463,212,000Z. over

1868.
" The amounts passing through on the 4th of the month form the best

indication as to the state of the internal trade of the country ; and it is,

therefore, satisfactory to find that the total for 1870 has been 168,523,000/.,

showing an increase of 6,662,000?. over 1869, and of 150,320,000/. over

1868.

" The payments on the 24 Stock Exchange settling days for 1870 have

amounted to 594,763,000/., showing an increase of 44,141,000/. over 1869,

and of 150,320,000/. over 1868.

" The payments on the 12 Consoi settling days for the same period

have amounted to 148,822.000/., showing an increase of 6,552,000/. over

1869, and an increase of 16,529,000/. over 1868.

" I am sir,

" Your obedient servant,

" John Lubbock,
" Hon. Sec. London Bankers.

" 15 Lombard Street, 5th May, 1870."

If a bank owes money to the Clearing House, the settlement

is made by a cheque in the following form on the Bank of

England :

—

(No. 1.)

Settlement at the Clearing House.

London, . 18

To the Cashiers of the Bank of England,

Be pleased to tkansfbk from our Account the sum of

and place it to the credit of the Account of the Clearing Bankers, and

allow it to be drawn for, by any of them (with the knowledge of either

of the Inspectors, signified by his countersigning the Drafts).
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For which the bank signs the following certificate :

—

(No. 2.)

Settlement at the Cheering Souse.

Bank op Englaito,
18

A Teamsebu for the stun of

has this evemng been made at the Bank, from the account of Messrs.

to the Accoimt of the Clearing

Bankers.

For the Bank of England,

This Certificate has been seen by me,

Inspector.

If a bank has to receive money from the Clearing House, the

settlement is made in the following form, addressed to the Bank
of England :

—

(No. 3.)

Settlement at the Clearing Souse.

London, 18

To the Cashiers of the Bank of England,

Be pleased to oeedit our Account the sum of

out of the money at the credit of the account of the Clearing Bankers.

£

Seen by me,

Inspector at the Clearing Souse.

For which the Bank gives the following certificate :

—

(No. 4.)

Settlement at the Clearing Souse,

Bank of England,

__18
The account of Messrs.

has this evemng been obbditbd with the sum of_

out of the money at the credit of the account of the Clearing Bankers.

For the Bank of England,

To distinguish readily these forms from each other, Nos. 1

and 2 are on white paper, Nos. 3 and 4 on green.
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The Clea/ring Balance Sheet.

THE ALLIANCE BANK.

Debtors. Creditors.

Barclay

Bamett

Bosanquet

Brown

City

Consolidated

County

Dimsdale

FuUer

Glyn

Imperial

Joint

Bank

London & West''

Martin

Metropolitan

National

Nat'- Provincial

Presoott

Bobaits

Southwark t

Smith

Union

Williams

Willis

Country Clearing

O.H.

" There are sheets for each Clearing Bank, headed with its name, which is of

course omitted from the litt, as that of the Alliance is from its place here : thus

in the sheet headed Barclay's, or Glyn's, or Union Bank, &o., the name would not

appear in the alphabetical list.

t This is the Southwark branch of the London and Westminster Bank, whicli

was admitted into the Clearing House in 1855—a singular instance, not only

from the circumstance of a branch bank being treated as an independent bank,

but from the fact of its being outside of the City.]
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SECTION III.

JOINT-STOCK AND BANKING COMPANIES.

The London and Westminster Bank, the London Joint-Stock

Bank, and the Union Bank, being the three oldest of the joint-

stock banks established in London, we may briefly revert to

their formation.

I.

—

The London and Westminster Bank.

In the Act for renewing the Bank of England Charter,

passed in 1833, it was declared to be the law that companies

or partnerships consisting of more than six persons might carry

on the business of banking in London. Immediately after the

passing of this Act, a prospectus was issued, proposing to form

the London and Westminster Bank. The shares, however, were

taken up but tardily, and the bank did not commence business

until March 10th, 1834, and then only with a paid-up capital of

.50,0007., and of this capital a large portion is said to have been

subscribed by shareholders who resided in the country.

As the Bank Charter Act did not prescribe the way in which

companies of more than six persons were to sue or be sued, the

directors of the London and Westminster Bank brought a bill

into Parliament, in the session of 1834, to authorise them to

sue and be sued in the names of their public officers, in the

same manner as those banking companies that were located

beyond sixty-five miles from London. This bill was carried by

large majorities through the house of Commons, although

opposed by the influence of the Bank of England and by Lord

Althorp, then Chancellor of the Exchequer. The bill, however,

was lost in the Lords. In consequence of this failure, the

bank followed the plan of suing and being sued through the

medium of trustees.

Previous to the commencement of business, the directors

applied to the Committee of Private Bankers for admission to

the Clearing House. This was refused. The directors also

applied for permission to have a drawing account at the Bank
of England. This, too, was refused.

At the commencement of the year 1835, the Bank of England
instituted legal proceedings to prevent the London and West-
minster Bank accepting bills drawn at less than six months after
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date. Supported, however, by the legal opinions of Sir John
Campbell, Sir William Follett, and Mr. Pemberton, the trustees

continued to accept such bills, and resisted the proceedings of
the Bank of England.

In the beginning of the year 1837, the suit brought by the
Bank of England was terminated, by the Master of the Eolls
granting an injunction to restrain the London and Westminster
Bank from accepting bills at less than six months after date.
The country joint-stock banks then adopted the practice of
drawing upon the London and Westminster Bank " without
acceptance," in the same way as the Bank of Ireland draws
upon the Bank of England. No practical difiBculty was ex-

perienced, and the London and Westminster Bank lost none
of its connexions in consequence of this adverse decision. At
the end of the year the directors declared the usual dividend
of 5 per cent.

In the year 1841, Mr. Gilbart, the general manager, was
examined for four days before a Select Committee of the House
of Commons, at the request of a meeting of deputies from the

joint-stock banks. In the report of March, 1844, we read

—

"As the speech from the throne has called the attention of

Parliament to ' the state of the law with regard to the privileges

of the Bank of England and to other banking establishments,

the directors have co-operated with the representatives of other

joint-stock banks in bringing under the consideration of the

Government the defects of the laws relating to banking com-
panies, which they feel confident the Legislature will not refuse

to remedy." In this year the bank obtained the power to draw,

accept, or endorse any bills of exchange not payable to bearer

on demand, and immediately commenced accepting the bills

drawn by its country connexions, and issuing circular letters

of credit for the use of travellers and residents on the Continent.

In the same year the bank obtained the power of suing and

being sued in the names of its public officers, and accordingly

registered the names of its trustees for that purpose.

II.— The London Joint-Stock Bank.

The Joint-Stock Bank was formed in the year 1836. That

year was one of great excitement in favour of the principle of

joint-stock banking both in London and in the country. The

shares of the new bank were readily taken by a very respectable
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proprietary, most of whom were resident in London. The bank

had also from its commencement the advantage of an influential

commercial directory. A new feature in London banking was

announced. The bank agreed to allow interest at 2 per cent,

on the minimum balance of a current account, and at the end

of each month interest was allowed on the lowest balance that

had appeared to the party's credit at tho close of any day

during the month.

The capital of the bank was fixed at 3,000,0007., divided into

60,000 shares of 507. each.

III.

—

The Union Bank of London.

The Union Bank of London was formed in 1839, chiefly by

gentlemen who were, by birth or otherwise, connected with

Scotland. The capital was fixed at 3,000,0007, in 60,000 shares

of 507. each.

The bank adopted the principle of allowing 2 per cent, in-

terest on the minimum balance of a current account :
—" Parties

keeping current or drawing accounts wiU be credited on the

first day of every month, on the smallest balance at the credit

of their account at the close of business on any day during the

past month, provided that such balance shall not be less than

1007. The total amount of interest will be passed to account

every six months."

[We gladly borrow from Mr. Macleod's elaborate and learned

work, the following sketch of the history of Joint-Stock banking,

and, with the greater satisfaction, on account of the testimony

it bears, by implication, to the merits of the late Mr. Gilbart,

and the " enormous difficulties " talent and energy such as his

alone could have surmounted :

—

An attempt in 1823 to gain the consent of the Bank of England to

give up the privileges of their Charter, so far as to permit joint-stock

banks to be formed in the country, having failed, even though a bribe was
offered, nothing further took place till 1826, when the disasters of the pre-

ceding year being very generally attributed to the improper management
of the country banks, the Ministry were powerful enough to compel the

Bank to give up its unjustifiable monopoly, and at length agreed to permit

joini>-stock banks to be formed beyond sixty-five miles from the metropolis.

The Statute 1826, c. 46, was passed for this purpose.

This Act made no provisions regarding the constitution or capital of

these companies. Each one was allowed to devise a constitution for itself,

to name its own capital, and to make any public announcement regarding

it that it pleased. The formation ofjoint-stock banks under this Act pro-
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ceeded very slowly at first, not more than four or five being formed in as
many years. In fact, such banks could only be successfully formed by
influential persons, and, of course, each of these had already his own
bank, which he would naturally be unwilling to injure by the formation
of so powerful a rival. The first joint-stock bank was formed at Lancaster,
the next at Bradford, and another at Norwich, before any one was formed
at one of the great manufacturing towns. It was not till the prosperous
years of 1833-34-35-36, that any very remarkable increase took place in
their nimibers. In these years,, however, they multiplied rapidly, more
especially in 1836, when upwards of forty were established in the spring.

On the renewal of the Bank Charter in 1833, it was determined to take
off the vexatious restriction of preventing banking companies making
their bills and notes for less than 50Z., payable on deniand by their agents
in London. And they were required to keep weekly accounts, to be
verified on oath, of the amount of their notes in circulation, and make a
return to the Commissioners of Stamps of the average amount ia circula-

tion every quarter.

It was at this time that the discovery made in 1822 by Mr. Joplin, that

the Bank Charter did not prohibit joint-stock banks being formed ia

London, and carrying on their business on the method then adopted by
the London Bankers, attracted attention, and, on the case being submitted

to the law officers of the Crown, they confirmed this view. The flank of

the monopoly of the Bank of England, as we may say, being turned in

this extraordinary and unexpected manner, excited much consternation

and alarm in that body, and they requested to have this omission rectified,

but Lord Althorp decidedly refused anything of the sort, and told them
that the bargain was that their privileges should remain as they were,

and he would not consent to any extension of them. To remove all pos-

sible doubts on the subject, a declaratory clause was inserted in the Bank
Charter Act, expressly permitting joint-stock banks to be formed, provided

they did not borrow, or take up in England, any sum or sums of money,

on their bills or notes payable on demand, or at any less time than six

months from the borrowing thereof. This declaratory clause was not long

in being acted upon ; and soon after the Act was passed, measures were

taken to constitute a joint-stock bank in London. This was the London

and Westminster Bank, which has since been managed with such distin-

guished success.

The enormous difQculties which mast have attended the successful

organisation of this great establishment may be conceived when we re-

member that it was not formed under the Joint-Stock Banking Act at all,

which had no force within sixty-flve miles of London, but that it was

nothing but an ordinary partnership at common law. One of the least of

the inconveniences of this was that it could not maintain an action at law

for the most trivial debtj without enumerating all and each of the partners,

and the slightest mistake in the spelling of a single name would at that

time have vitiated any proceeding. This bank was the largest common

law partnership which has existed in England ; and all the London joint-

stock banks which were formed before the Act, Sta,tute 1844, c. 113, are

nothing but common law partnerships. The excessive inconvenience

2 H
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attending this state of things led, to a bill being brought into Parliament

to enable the London and "Westminster Bank to sue and be sued in the

name of its chairman. This was warmly opposed by the Bank of England,

and by Lord Althorp. Nothing could be more paltry than the reasons

alleged by him m opposition to it, but he was beaten by a majority of 141

to 35. The Government, however, had influence enough to have the bill

thi-own out in the Lords. The Bank being thus defeated, adopted the

plan of making all contracts through tlie medium of trustees, and all the

London jomt-stook banks had to adopt this plan, till the Joint-Stock

Banking Act of 1844. The other banks formed on a similar plan to the

London and Westminster, are, the London Joint-Stock Bank, founded in

1836 ; the Union Bank, in 1839 ; the London and County Bank, in 1839

;

and the Commercial Bank, Ln 1840, which afterwards wound up its

business.

A question, however, of very great importance soon arose. It was a

settled question that no partnership or corporation consisting of more than

six persons could accept bills, at any less date than six months, no matter

whether they were a banking partnership or any other. It was clear,

therefore, that the bank could not itself directly accept bills. But it did

hot appear that the words of the Act prohibited trustees accepting bills

for a less date, on behalf of the company. Nor, if trustees could accept,

was there anything to prevent them accepting by procuration. Conse-

quently, there appeared to be this method open, of circumventing the

monopoly of the Bank of England. On the 2]«t of February, 1835, the

Bank of St. Albans drew a bill for 25?. upon the London and Westminster

Bank, payable 21 days after date ; which, on the 23rd, was presented for

acceptance at the London and Westminstw Bank, and was accepted in

the following form :

—

Accepted,

At 36, Throgmorton-st., per proovuation of

the trustees of the London and Westminster Bank,

J. W. GILBAET, Manager.

The Bank of England moved for an injunction to restrain the bank

from accepting bills in this form, and the case having been argued, the

Court of Common Pleas held that it was an infraction of the Bank Charter

Act of 1833, and the other Acts then in force respecting the Bank of

England. Accordingly, the Master of the EoUs granted an injunction,

restraining them from accepting bills at less than six months' date. The
only result was, that the bank paid the bills drawn upon it without

acceptance. The London and Westminster Bank being defeated in this

manner, the London Joint-Stock entered the lists against the Bank of

England in another form. It agreed with a bank in Canada, that the

latter might draw upon Mr. George Pollard, who might accept in his

own name, and the London Bank agreed to find the funds to meet Mr.
Pollard's acceptances, and such transactions were to be matters of

account between the two banks. Mr. Pollard was not a shareholder in

the London Bank ; but he was their manager, and the tiansaction was
substantially an acceptance by the bank. The House of Lords, however,

declared this ingenious device to be illegal, as it was merely doing
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indirectly wliat they were forbidden to do directly. Thus ended the

attempts of the London joint-stock banks to free themselves from this

monstrous oppression, from which they were not relieved till the Act of

1844.

It was always held at common law, that a man could not sue himself.

Consequently, if the same iudividual was member of two partnerships,

they could not go to law against each other. The consequence of this

was, that no partnership could sue one of its members, or vice versa, and
if the same person had shares in two different banks, they could not have
sued each other for any demands or debts. The Statute 1838, o. 96, was
passed to remedy this anomalous state of matters. It enacted that a

banking company might sue, or be sued, by any of its members, exactly

as if they were separate individuals ; and by the Statute 1840, c. Ill, this

was extended to criminal cases, so that if a member of such a banking

partnership steals or embezzles any property belonging to it, of any
description, or shall commit any offence against it, he may be indicted,

and convicted exactly as if he were a stranger.

It being unlawful for spiritual persons to engage in any trading

concerns, and such partnerships, of which any of its members were

spiritual persons, being held to be void and illegal, it was suddenly found

that most of the banking companies in England were illegal, and all

their contracts void, because some of their shareholders were clergymen.

The Act, 'Statute 1841, c. 14, was passed to remedy this, and declared

that such partnerships should not be illegal and void ; and that their

contracts should not be illegal and void, although some of their share-

holders were clergymen.

When the impediments to the formation of joint-stock banks beyond

sixty-five miles from London were removed in 1826, they were left

perfectly free as to the provisions of their deeds of constitution, their

nominal and their paid-up capital, and all the details of management,

nor were they obliged to publish any accounts. The public, conse-

quently, were perfectly in the dark as to the magnitude and position of

the bank, because they might advertise that their nominal capital was

1,000,000Z., divided into any number of shares. But no one had any

means of knowing how many of the shares were taken and paid upon.

Consequently, although the capital of the bank might be advertised in

the papers as 1,000,000?., no one could tell whether it had bond fide 5001.

paid'up.

The first few joint-stock banks having been apparently successful,

naturally turned speculation into that channel. Numbers of new banks

were started in all parts of the country, and many private bankers,

fearing that the competition would be too powerful for them, united and

formed themselves into joint-stock banks. The rapid growth of these

establishments led to much mismanagement, and many disasters, as

might have been expected, and Committees of the House of Commons were

appointed to inquire into the subject in 1836-7 and 1840-1.

The great abuses which were revealed in the course of these inquiries

determined Sir Bobert Peel, who was supposed to be the minister who

par excellence understood banking, to bring in a bill to regulate the future

2 H 2
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constitufcion of these establishments. An Act, containing many elaborate

provisions for this purpose, was accordingly passed, statute 1844, c. 113.

Fully admitting the enormous evils which this Act wag intended to

remedy, we will only say that a more unfortunate specimen of legislation,

or one more entirely unsuitable to the nature of the business it related

to, has not emanated from Parliament in recent times ; and, being found

to be an unmitigated nuisance, without any counterbalancing advantages,

it was wholly repealed in 1857.

We have already said that Sir Robert Peel's Joint-Stock Banking Act,

Statute 1844, c. 113, was found to be wholly unsuitable for the purposes

it was intended, and totally repealed. This was done by the Act, Statute

1857, c. 49. The principal provisions of this Act are as follows :

—

I. Every company formed under the Acts, Statute 1844, c. 113, or the

Statute, 1845, c. 75, were to register themselves before the 1st January,

1858, under the said Act, under severe penalties.

II. Any banking company, consisting of seven or more persons, having

a capital of a fixed amount, divided into shares also of a fixed amount,

and legally carrying on the business of banking before the passing of the

Act, may register itself under this Act, and then all provisions of any
Act, letters patent, or deed of settlement constituting or regulating the

company, as are inconsistent with the Joint-Stock Companies' Acts, 1856,

1857, or with the said Act, are thereby repealed in regard to that

Company.
III. The above Banking Acts were then repealed as to any future

companies, and as to existing companies, as soon as they were registered

under this Act.

IV. Seven or more persons might register themselves as a company,
other than a limited company, imder this Act, provided the shares into

which the capital of the company is divided are not less than lOOZ. each.

V. The number of partners permitted in a private bank is extended to

ten.

The question of admitting the principle of limited liability into com-
mercial partnerships in this country has long been debated with much
acrimony. The old theory of the law was expressed by Lord Eldon, who
said that a man who entered into a commercial partnership, rendered

himself liable ' to his last shilling and his last acre ' for the debts of the

company. And this, no doubt, was true, as far as regards ordinary
private partnerships. But many great companies had been formed and
incorporated, in which the privilege of limited liability was specially

conferred upon them. A principle may be good when applied to ordinary
traders, who are supposed aU to take an active part in the business, and
to be each and all parties to every transaction. But in the case of great
companies it is rather different. In them the great majority of the
partners are specially debarred from all knowledge of the real nature of

the transactions, which are expressly left in the hands of a small com-
mittee. Now, as there are many great objects in commerce which can
only be carried by means of a great company, and it was obviously
desirable that they should be carried out, it has long been the practice in

granting Acts to these companies to limit the liability of the shareholders.
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This was done in tlie case of the Bank of England itself; in railway and
other companies; also, almost uniTersally, in the charters granted to
Colonial banks. But for a very long time the application of this prin-
ciple to private partnerships in England was vehemently resisted.
However, this resistance was overcome in 1855, and ia that year an Act
was passed. Statute 1855, c. 133, to permit the formation of joint-stock
companies with limited liability. However, although the principle was
conceded as to other companies, joint-stock banks were still most jealously
excluded, on account of some unintelligible distinction between their
trading and other trading. In the Joint^Stock BanMng Act of 1857 this

exclusion was still strictly maintained. But the terrible examples of the
failures of joint-stock banks in 1857, at last compelled the Legislature
to yield, and in 1858 an Act was passed to extend limited liability to

banks.

The chief provisions of this Act, Statute 1858, c. 91, are :—
I. So much of the last mentioned Statute of 1857, as prevented banks

being formed on the principle of limited liability, was repealed.

II. All banks which issue promissory notes are subject to unlimited
liability, as far as regards their notes, for which they are to be liable, ia

addition to the sum for which they are to be liable to the general

creditors.

III. Every existing banking company may register itself under this

Act, upon giving thirty days' notice to each and all of its customers.

Any customer to whom it may fail to send notice retaining his full rights

as before.

IV. All companies formed, or registering themselves, under this Act,

must, on the 1st February and 1st August in each year, post up in a

conspicuous place in its head office, and each branch, a statement of its

liabilities and assets, made up in a form prescribed by the Act."]

We are indebted to tte Eeho of the 19tli of January., 1871,

for the following pithy remarks, which form an apt conclusion

to the present section :

—

" The proportion of ' acceptances ' to ' deposits ' in the joint-stock

bank accounts, now being almost daily laid before the public, affords as

usual food for inteftsting reflection. The bank that puts its name to

other people's bills is incurring a risk inevitably, but the risk may be

measured and security can be obtained equivalent to the risk. In spite

of this consideration, however, the bank that has few acceptances is

looked upon as doing the least risky business. The few subjoined figures

which we have put together wiR show that the most esteemed Companies

evidently avoid 'accepting' as much as possible, and that one, the

National Discount, may be said never ' to accept :'

—

Deposits. Acceptances.

£ £
Alliance 1,351,165 252,527

City 2,436.187 1,837,730

Consolidated 2,341,817 154,915

Imperial 1,529,172 189,622
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Deposits. Acceptances.

£ £
London and Westminster . . 21,986,196 883,173

Metropolitan 543,000 70,955

Midland 1,035,111 nil

Union of London 11,207,634 4,205,591

National Discount 9,152,375 1,263

There are two banks—the London Joiat-Stock and the Central of London

—who do not divide their deposits from acceptances. That the London

Joint-Stock Bank should persist in lumping these two totally dissimilar

items, astonishes the advocates of joint-stock banking. Compliance with

so obvious a requirement is the least that could be expected of a bank

holding the position occupied by the London Joint-Stock."

SECTION IV.

THE COUNTRY PEIVATE BANKS.

These banks cannot have more than ten partners. They are

banks of deposit, of loan, and of discount. As banks of deposit

they usually allow interest on both deposits and balances of

current accounts, and charge a commission on the amount of

the transactions. In commercial or manufacturing districts,

their advances are usually made by way of discount ; in agri-

cultural districts, frequently by loans. They remit money by

issuing bills or letters of credit on London, or they direct their

agents to make payments to bankers or other parties resident in

London. As banks of circulation, they have at various times

occupied a large portion of public attention, and have been the

subject of much legislation.

Those bankers who wish to issue notes, or unstamped bills of

exchange, must take out a licence, which will c6st 30?., and must

be renewed every year. They may reissue any notes not above

the value of lOOZ. as often as they think proper. And should

any of the firm die or remove fi-om the business, the notes may
be issued by the remaining partners. But they cannot be reissued

by a new firm which does not include any member belonging to

the firm by whom the notes were first issued.

If the half of a note be lost or stolen, a banker cannot be

compelled to give a new note in exchange for the remaining

half. But if it can be proved that one half of a note is burnt,

or otherwise destroyed, then the holder may perhaps recover

the note from the banker.
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In such cases, the bankers always pay the value of the note
on receiving a respectable indemnity.

Bankers may be compelled to pay whole notes that have
been lost or stolen, provided the holder has given actual value
for them.

The stamp duty on country notes is as follows :

—

each.
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Charter in 1833, But after the memorable panic of 1825, the

Government refused to issue any more stamps for notes under

5Z., and it was enacted that all such notes already stamped

should cease to be issued by the bankers after the year 1829.

The speculations that preceded the panic of 1825 were attri-

buted by the Government of the day to a wild spirit of specu-

lation fostered by the country banks. To guard against the

recurrence of similar evils, not only were notes under 5?.

abolished, but two other measures were introduced. Banks of

issue, consisting of more than six partners, were permitted to be

formed at a greater distance than sixty-five miles from London

;

and the Bank of England was induced to open branches in the

provinces.

And here it will be proper to notice a peculiarity in the

county of Lancaster, and particularly in Manchester and Liver-

pool. In these places there were no country notes, and but a

small proportion of Bank of England notes. The circulation

consisted mainly of bills of exchange, which passed from hand

to hand like bank notes, having the endorsement of all the

parties through whose hands they had passed. In Liverpool

large notes were required to pay the duties at the Custom
House ; and in Manchester small notes were required to pay

wages. These were obtained from the Bank of England in

London ; but the transactions between manufacturers and

dealers were transacted by bills of exchange ; and as these bills

were all made payable in London, bank notes were not required

in Manchester and Liverpool, even for the payment of these

bills.

The measures adopted by the Legislature in the year 1826

led to the establishment of branches of the Bank of Englando
in Manchester- and Liverpool. From this period the circula-

tion of bills of exchange declined, and was superseded by
Bank of England notes. This was accelerated by the circum-

stance that the joint-stock banks formed in these places did

not issue their own notes, but those of the Bank of England.
This establishment had offered "to discount for the joint-

stock banks at 1 per cent, less than they charged to the
public, and the joint-stock banks thought it more for their

interest to obtain the notes of the Bank of England on these

terms than to issue notes of their own. The circulation of the

country now consisted of notes of the branches of the Bank
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of England, notes of the joint-stock banks, and notes of

the private bankers ; and as many of the weak private banks

had ceased to exist, and as others had merged into joint-

stock banks, and as all notes under bl. were abolished, it was

supposed that the country had now obtained the advantage of a

secure circulation.

But in the latter end of the year 1836 another panic arrived,

when it was discovered that the country circulation was again

at fault. But the charge now was, not that it was unsafe, but

that it was excessive ; and this charge of having issued to excess

was more especially directed against the joint-stock banks.

Here it may be observed, that in the panic of 1825 the amount

of country notes in circulation was unknown. No returns at that

time were made to the Government, and the amount of notes in

circulation could only be calculated, and that very imperfectly,

from the number of stamps, of different denominations, issued

from the Stamp Office. But in the year 1833, the Chancellor

of the Exchequer, Lord Althorp, obtained an Act (3 & 4
William IV. c. 83) which required all banks issuing promissory

notes to make returns to the Stamp Office of the average

amounts of notes in circulation in the quarters ending the first

day of January, April, July, and October in each year. The

quarterly average was to be formed from the amount in

circulation at the end of each week. These quarterly returns

were afterwards published in the London Gazette.

From these returns it was evident that the country circula-

tion had increased by the beginning of the year 1836 ; and as a

general spirit of speculation prevailed at the same time, it was

inferred that the country circulation was the cause of this

speculation ; and as by the end of the year the speculations had

ended in panic, the country circulation was the cause of this panic.

Another panic occurred at the end of the year 1839, and

here, again, blame was cast on the country notes. But the

complaint now was not that the country circulation was unsafe

or excessive, but that it was ill-regulated. An opinion had

been adopted by some distinguished political economists that

the country circulation, as well as that of the Bank of England,

ought to correspond at aU. times with the amount of gold in the

Bank of England. It is true that the circulation of the Bank

of England did not fluctuate in exact accordance with this

amount of gold ; but the country circulation did not correspond
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even with that of the Bank of England. And as the fluctua-

tions in the country circulation did not correspond with the

fluctuations either of the gold of the Bank of England or with

the notes of the Bank of England, it was assumed that the

country circulation was ill-regulated ; and, being ill-regulated,

it was assumed to be the cause, or at least one cause, of the

panic that occurred at the end of the year 1839.

To examine into the truth of these opinions, a Committee of

the House of Commons was appointed in the year 1840, to con-

sider the state of the law with reference to Banks of Issue. The
Committee examined witnesses during- the sessions of 1840 and

1841 ; but the only practical result was that an Act was passed

requiring weekly returns of their circulation from every bank
of issue.*

Before proceeding farther, it may be fair to state the replies

which the country bankers at various times gave to these severe

accusations.

In reply to the charge that the currency was unsafe, from the

number of failures which occurred among the country banks of

issue, they state in their memorial to Earl Grey, in the year

1833, "the number of London bankers that have failed is

believed to be relatively greater, and the amount of their debts

relatively larger, than that of country banks."

In reply to the charge that they had by an excessive issue of

their notes promoted speculation, they state :

—

" All experience shows that great fluctuations have originated

in the speculations of influential merchants, and never originated

in the channels to which the issues of country bankers are

confined ; their source is in great mercantile cities, and they are

promoted by the issues of the Bank of England. That this is

the invariable course which fluctuations resulting in excess and
derangement take, is proved by the evidence of Mr. "Ward and
others, before the Bank Charter Committee, and is fully

explained by the speeches of the King's Ministers in the year

1826. The debts of a few speculative merchants who failed in

a single year in the town of Liverpool, where country bankers'
notes never circulated, amounted to between seven and eight
millions sterling, and their bills were either lodged in the Bank
of England for loans; or were current in all parts of the country,
stimulating circulation and promoting excess."

* 4 & f) Victoria, c. 50,
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In reply to the charge that they had turned the foreign

exchanges against this country, they reply :

—

" Your memorialists are prepared to prove that the issues of

country bankers have less tendency to promote fluctuations in

the country than those of the Bank of England ; and that their

effect in throwing the exchanges against the. country is com-

paratively insignificant. The slightest attention to facts would

indicate the truth of these positions. It has been established

by parliamentary evidence that the issues of country bankers

fluctuated much less between the years 1817 and 1826 than

those of the Bank of England ; and it is indisputable that

adverse exchanges, which ,endanger the bank, always succeed

great importations of foreign produce, and that they never can

be occasioned by large exportatious of domestic productions.

Now, it is notorious that the circulation of country bankers acts

almost excliasively in promoting these productions : and that,

when it is in an extended state, the direct and proper influence,

even of an alleged excess of that circulation, would be to provide

the means of paying fdr the importations of foreign produce,

without causing so great an export of gold as to derange and

endanger the monetary system of the country."

In reply to the charge that they had not governed their

issues of notes by the foreign exchanges, they reply that such

system is not applicable to the nature of a local circulation.

" Then with respect to miners and manufacturers, any system

which would briug them into immediate contact with the

operation of the bank for regulating the foreign exchanges,

without that protection and defence from those convulsive

changes which the local circulation afford, would be a system

pregnant with indescribable hazard."

The Laws of the Currency with reference to the Gowntry

Banks.—These are thus stated in the article previously quoted

(p. 438), in the ' Foreign and Colonial Eeview :
'

—

" It will readily occur to every reader, that the laws which

regulate the circulation of these country banks must be different

from those which regulate the London circulation of the Bank

of England. They do not pay the public dividends ; they

cannot issue their notes in purchasing bullion, or Grovernment

stock, or Exchequer bills, as all these operations take place in

London, where their notes do not circulate. They are also
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subject to certain restrictive laws to which the notes of the

Bank of England are not subject. Their notes are not only

legally payable on demand, but payment is constantly

demanded; while no one demands payment of a Bank of

England note, unless he has occasion to export the gold. There

is also a system of exchanges between country bankers, by which

all notes that are paid into any of the banks are immediately

brought back for payment to the banks that issued them. It

is the practice, too, throughout the country, to allow interest on

deposits ; and thus all notes not required for the actual wants

of the community are promptly withdrawn from circulation, and

lodged with a bank upon interest.

" On inspecting the monthly returns of the country circula-

tion for the last ten years, we find that the highest amount is

in the month of April ; thence it descends, and arrives at the

lowest point by the end of August, which is the lowest point in

the year. It gradually increases to November ; a slight reaction

takes place in December ; but it then advances, until it reaches

the highest point in April. The general law is, that the country

circulation always makes one circuit in the year—being at its

lowest point in August, and advancing to December, and
continuing to advance to its highest point to the month of April,

and then again descending to its lowest point in August.

"The laws which regulate the circulation of the country

banks are derived from the state of trade in the respective

districts in which the banks are established. As these banks

are chiefly located in agricultural districts, the operations of

agriculture have a very considerable influence in their regula-

tion. Hence the advance in the spring, and the advance again

after August, in consequence of the harvest. It is clear that the

laws must be uniform in their operation, because the fluctuations

of circulation in each year are uniform, and constantly recur

with the return of the season. The slight reaction in December
is probably occasioned by the collection of the public revenues

and of landlords' rents in the counti-y districts, and the general

dulness of trade in that month.
" It may also be observed, that the issues of the joint-stock

banks, and of the private banks, are subject to the same laws.

The issues of both classes of banks rise together and fall together,

and they have maintained nearly the same relative amount
during the last seven years.
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"The laws which regulate the annual fluctuations of the

country circulation, that is, which determine the variations in

the amounts of the country circulation, not within the year, but

taking corresponding periods of different years, are also depen-

dent on the state of trade in those years. If there be an increase

of trade without an increase of prices, more notes will be required

to circulate the increased quantity of commodities. If there be

an increase of commodities, and also an advance of prices, a still

larger amount of notes would be required. There are also other

circumstances that may permanently affect the amount of the

country circulation.

Principles of the Country Circulation.—I cannot better state

my own views of the principles of the country circulation, than

by transcribing a portion of my evidence given before the

Committee on Banks of Issue, in March, 1841, when examined

by Sir Eobert Peel :

—

" Sir Robert Peel.—Would you recommend that the paper

thus issued should be convertible into gold at the will of the

holder ?—Yes.

"You think that is an absolutely necessary check against

excessive issues ?—I think it is a necessary check.

" What reference is made in the issue of paper to the quantity

of gold in the country, and to the ultimate ability of the parties

to discharge their paper engagements in gold ?—The bankers

in issuing their notes do not make any reference to the quantity

of gold in the country, but they make reference to their ability

to discharge those notes when returned to them for payment.
" What is the nature of the reference which they make ?—By

keeping securities available for the purpose of being sold, in

order to discharge those notes whenever presented to them for

payment.

"They have no reference whatever to the state of the ex-

changes ?

—

'So : when I say no, I mean not with the view of

regulating the amount of notes by the exchanges ; but bankers,

whether banks of issue or not, notice the exchanges as naturally

as they would notice the prices of the funds, in order that they

may be able to judge as to the future value of money, so as to

exercise their discretion with reference to their investments.

" They do not notice the state of the exchanges with a view

to determine the policy of contracting or increasing their issues ?
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—No ; not with a view of making the amount of their issues

correspond. If they see that the exchange is likely to become
unfavourable, bankers will naturally be more cautious in making
advances, and more cautious of coming under engagements, than

they would be when they found that the exchanges were favour-

able ; but there is no intention on the part of the country banks

to make their notes correspond with the amount of the bullion

in the Bank of England.
"A country banker would rely upon the sale of his securities,

and that only in case of a demand for gold ?—In case of a
general run, he would depend upon the stock he had in hand,

and the further stock he might realize by a sale of securities.

" If all parties continued to issue, none of them having reference

to the state of the exchanges, but relying upon the available

resources which a sale of securities might supply, do not you
thiak that there might be a danger of a sudden demand for

gold, and of an inability on the part of those issuers to discharge

their engagements in gold ?—I do not think there would be any
danger of that at all, because each bank would take care of

itself. If you suppose that the whole circulation of the country
comes in at once and demands gold, it is quite clear that gold
cannot be found to pay it off, and that is equally the case with
the Bank of England and any other bank, and it is equally the
case with us who are banks of deposits. If all the depositors

were to come together at the same time and require their

deposits, we should be unable to pay them, but we could realize

our securities, and pay them off, if they were to come gradually.
" Suppose there was one bank which had the charge of the

paper circulation of the country, and had the means, therefore,

by constant reference to the state of the exchanges, of deter-

mining the amount of the paper circulation, do not you think
that there would be a greater security against a sudden demand
for gold, and an inability to pay that gold, than there is when
there are a great many issuers, none of whom, according to your
own statement, pay the slighest regard to the state of the
exchanges ?—No, I think not.

" What then supplies the check ?—The check upon the private
bankers is, that their circulation cannot be issued to excess •

whereas if you had a bank which should issue notes for so much
gold, then every time there was a favourable course of exchange,
there would be a large issue of notes, which notes would
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necessarily reduce the rate of interest, lead to speculation, and

turn the exchanges again by causing investments to be made in

foreign countries. Now, as issues are at present conducted,

bankers are under several checks which would not apply to such

a bank. For instance, the check of the interchange with each

other of their different notes once or twice a week, and the

check of having their notes payable on demand ; whereas the

notes of such a bank as you suppose would not be diminished

except when gold was wanted to be sent abroad. Another check

is the practice of giving interest upon deposits, by which all the

surplus circulation is called in and lodged with the banks. Now,

such a bank as you have supposed would not be under the

control of those checks:, and it would be under the necessity of

increasing the circulation whenever the exchange became
favourable ; and we know by experience, that the most sure

way of making the exchanges unfavourable is a previous exces-

sive issue ; that previous excessive issue would necessarily arise,

on the principle you have supposed, every time the exchange

was favourable.

" You think that there is some cause in operation which

applies equally to all issuers of paper, and prevents any undue

issue of paper, and dispenses with the necessity of any reference

on the part of each issuer to the state of the exchanges?—That

is the case with aU country issuers of paper. With regard to

the Bank of England, who have the power of issuing their notes

in exchange against bullion, in the purchase of Exchequer bills

and Government stock, it is quite clear that notes put into

operation in that way, being thrown in a mass upon the

previously existing state of trade, will have the effect of raising

prices and reducing interest, and turn the exchanges ; but if

notes are issued merely to pay for transactions that have

previously taken place, and are drawn out by the operations of

trade, those notes will have no such effect.

" Supposing, at present, the Bank of England observed that

the exchanges continued unfavourable for a long pejiod, and

that there was a progressive diminution in the amount of their

bullion, and supposing that they saw that in the course ot

two years their bullion was reduced from ten millions to four

millions ; do you think it would be desirable that the Bank of

England should take any step whatever to guard against the

ultimate consequences of that state of things by restricting
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the paper circulation ?—I think such a case may occur, but I

think in ordinary times the Bank of England might hold

foreign securities, by which they would bring back gold to

this country, and thus prevent any necessity for a contraction

of the circulation. At the same time, I do not at all question

the possibility of such a case occurring as may render a con-

traction necessary ; nor do I at all question the influence of a

contraction to have some effect upon the exchanges ; but I

contend that, as an ordinary principle of action, the bank ought

not to expand their circulation, so as to cause the exchanges to

be unfavourable, nor calculate upon a contraction of the circula-

tion for the purpose of remedying the exchanges.

" Then you do think that the expansion of the circulation

of the Bank of England may cause unfavourable exchanges ?

—

Yes.

" Why should not the expansion of the circulation on the

part of the country issuers produce the same effect ?—Because

the country circulation is under checks, whereas the Bank of

England circulation is not; the country circulation can be

issued only in consequence of transactions which have taken

place, and to the extent only required by the wants of the

district ; whereas it is obvious that the Bank of England has

the power of increasing the circulation by the purchase of

Exchequer bills or stock, or by purchasing bullion, and throw-

ing a mass of notes on the market when the state of trade does

not require them."

" Chairman.—Have you any further observations to make
to the committee ?—When the first question was asked of me,

at the commencement of my examination, I stated that I

appeared before the committee as the representative of the

joint-stock banks, and that, therefore, in expressing any opinions

consistently with the resolutions which they had passed, I

wished to be considered as speaking the sentiments of the joint-

stock banks ; but, should the committee ask me any question

not connected with the circumstances of country issues, that I

wished to be considered as speaking my own individual

opinions. The points upon which I wished to be considered as

speaking the sentiments of the joint-stock banks are as follows :

I speak the opinions of the joint-stock banks in saying that

their circulation cannot be made to iluctuate in exact conformity

with the circulation of the Bank of England, or with the stock
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of gold in the Bank of England; that the country issue is

drawn out by the demands of trade, and is subject to checks to

which the circulation of the Bank of England is not liable

;

that the country bankers have not the power of issuing their

notes to excess ; that they cannot contract their circulation or

expand it as they please ; and also, that the country circulation

does not influence the prices of commodities, and that it cannot

be regulated by the principles of the foreign exchanges. I speak
the opinions of the joint-stock banks when I say, that the aboli-

tion of the country circulation would cause very considerable

distress ; would limit the power of the country banks to grant

the same accommodation to their customers; would compel

many of their customers to sell their property, thus lessening

the value of real property ; that country bankers would be com-

pelled to increase their charges to their customers ; and, in

some cases, that those banking establishments would be alto-

gether abolished, in consequence *of not being able to supply

sufficient profit for carrying them on ; that, in some other cases,

however the country circulation might be substituted or super-

seded by a bill circulation, nevertheless considerable distress

would exist throughout the country, and that not only country

banks themselves, but their customers and the public in general,

would be subject to very considerable loss and inconvenience.

In other opinions which I have expressed with regard to the

regulation of the currency, and the principles upon which the

Bank of England ought to be managed, also, as regards the

extracts which have been made from my own works, and other

matters I need not particularly specify, I wish to be under-

stood as giving my own opinions, without saying whether those

opinions do or do not meet the concurrence of the joint-stock

bankers. I take the responsibility of these entirely upon

myself."

Notes v/nder Five Pounds.—The most important circumstance

in which the banks of Scotland and Ireland differ from those of

England, is in their power to issue notes under 5Z. That

portion of bur currency in England which is under bl. consists

of gold and silver coin. And it may, under present circum-

stances, be worth while to inquire—suppose we should have a

protracted war, and be compelled to export our gold, either to

subsidize foreign powers, or to maintain our fleets and armies

abroad, what additional supply of gold could we obtain by means

2 I
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of issuing 1?. notes ? I do not think we can get any certain

reply to this question ; but there are some inquiries that may
assist our reasonings on the subject. First, we may inquire,

when the Bank of England issued small notes, what proportion

did the notes under 5Z. bear to the amount of the whole circula-

tion ? That establishment issued such notes from the year 1797

to the year 1821. We find that the highest proportion was in

the years 1815 and 1816. On the last day of February in those

years the circulation stood thus

—
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I have already stated that we have no returns of the amount

of the country circulation previous to the year 1833. But we
have the number of notes stamped of different denominations,

and we find that in the years 1820 to 1825, the amount of

notes stamped under bl. varied from 37 to 50 per cent., making
an average of 44 per cent, of the whole circulation. This makes

the small notes nearly equal in amount to the large ones. But

here again it is probable that the small notes remained out

longer than the large ones. A greater proportion of the large

notes were probably in the banker's till, and a larger proportion

of the small notes iu the hands of the public. It seems probable,

therefore, that the amount of small notes in aetive circulation

was usually higher than the amount of large notes. And if the

Bank of England, whose issues were made only in London, and

whose circulation was chiefly in London and Lancashire, main-

tained one-third of her circulation in small notes, it seems likely

that the country banks, whose notes were issued in almost every

town and village in the country, would maintain a much higher

proportion than even one-half.

If we look to the present state of the circulation in Ireland

and Scotland, we shall find that the small notes form the larger

proportion, and the amount furnishes no confirmation of the

doctrine that small notes diminish in wealthy countries. Scot-

land is a wealthier country than Ireland, yet has a larger pro-

portion of small notes. And the north of Ireland is wealthier

than the south, yet the banks of Belfast have a larger proportion

of small notes than the banks of the south.

From the former circulation of the Bank of England, the

stamps issued to the country bankers, and the present circula-

tion of Scotland and Ireland, we have then materials for forming

an opinion as to the amount of small notes that might be main-

tained in circulation in England ; and though we cannot fix the

amount with that precision which the science of statistics

requires, yet after putting the facts and reasonings together, we

seem warranted in drawing the conclusion that the amount

would not be less than thirty millions ; and, consequently, we

have the power, when necessary, of releasing from their present

duties thirty millions of sovereigns, and employing them for

national purposes elsewhere.

Suggestions on the Cowitry dreulation.—It is not my object

to examine here any of the enactments of the Act of 1844 that

2 I 2
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have a reference to the Bank of England ; but when the subject

is brought under consideration, means should be employed to

obtain some modification of those clauses that have a reference

to the country banks. The country circulation should be pre-

served in its integrity—should be rendered capable of expansion,

so as to meet the demands of a more numerous population,

extended commerce, higher prices, and increased taxation

—

its issues should be allowed to be regulated by the de-

mands of trade and agricultare in the respective districts in

which the banks are established, and should be rendered

as much as possible free from the operation of the foreign

exchanges. •

We find that in 1844, when the country circulation had

greatly declined, we took the actual circulation of the then

existing country notes, and made it a maximum circulation^

an arrangement which, necessarily, from the fear of incurring

penalties, reduced the amount of the actual circulation below

the maximum. We apply this maximum to a circulation that

fluctuates very much in different parts of the year. If, then,

we keep below the maximum in April, we necessarily fall much
lower in August. We divided this maximum among 277 banks,

and imposed heavy penalties upon every one that shall exceed

his portion of the maximum,—a circumstance that tends to

reduce still farther the actual circulation. No one is forbidden

to reduce his issue as low as he pleases ; and if he abandons it

altogether, only two-thirds can be supplied, and that by per-

mission of the government ; and then only upon the application

of a bank whose head-quarters are in London, who is to get

nothing by the operation, and whose issues are governed by

laws which have been declared by the country bankers to be

inapplicable to the operations of a local currency, and unsuitable

to the requirements of domestic industry. This maximum must
never be exceeded, while those banks that previously issued

Bank of England notes are not allowed to resume their own
circulation, and no new bank of issue is allowed to be estab-

lished. The result of this arrangement has been, that an
authorized issue in 1844 of 8,648,853Z. is now reduced to an
authorized issue of 7,942,466^., and that the actual circulation is

generally below 7,000,000^., and has been below 6,000,000^.;

while every banker, in certain seasons of the year, has been
compelled to watch the issue of his notes, lest he incur those
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enormous penalties which attend even the accidental violation of

the Act.

In endeavouring to remove those inconveniences, we would

be governed by a regard to the spirit of the Act of 1844, and

attempt only to correct its practical defects. Among the modi-

fications that may be suggested, perhaps the following may
deserve a special consideration :—That the present, maximum
which applies to an average of four weeks should apply to an

average of twelve months ;—that all the banks who had formed

agreements with the Bank of England, and whose compensation

will cease in 1856, should then be allowed to circulate their own
notes to the amount to which they had circulated Bank of

England notes ;—that the country circulation should not be less

than the amount fixed by the Act of 1844, and that the defi-

ciency of 706,387?., which has since taken place, should be

redistributed among the country banks (whether at present

issuing or non-issuing), in tlie district in which the deficiency

has taken place ;—that we adopt the enactments of Scotland

and Ireland, by allowing the existing banks of issue to extend

their issues beyond their fixed amount, provided they have gold,

either at the head office or at any of the branches,* equal to the

amount of the excess ; and as Bank of England notes are a

legal tender in England, and can be converted into gold upon

demand, they might in this instance be placed upon an equality

with gold ;—that banks of issue be permitted to continue their

fixed issue in the same locality, even should they increase their

partners to a greater number than six ; and that this regulation

be made retrospective, so as to include all unions of banks of

issue with other banks that have taken place since the year

1844; and further, that we adopt the law of Scotland and

Ireland, by allowing two or more banks of issue, whatever may

be the number of their partners, to unite and to retain the

united amount of issue of all the.united banks. With reference

to the issue of notes under 51., we think that is a question for

the consideration of statesmen, and its adoption must depend

upon the political circumstances of the country. As long as

Australia can supply us with gold sufficient to meet our foreign

* The Act of 1845, in reference to Ireland, is imperfect in this respect. The

Provincial Bank of Ireland, for instance, can issue notes against gold held in

Dublin, Belfast, Limerick, and Cork, but not against gold held at any of the

other branches. There seems to be no reason for this distinction.
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requirements and to maintain our domestic currency, probably

we had better remain as we are. At the same time it may

be useful to knqw, that in case of necessity, we have here a

magazine from which we may draw a large supply of the sinews

of war.

Covmtry Bank Ikchanges.—The country bankers residing in

the same neighbourhood usually make their exchanges once

a-week, and pay the difference in London on the following day.

This arrangement is of considerable advantage to all parties.

Suppose I, as a country banker, receive in the course of a week

the sum of 10,0007. in the notes of a neighbouring bank, and

that bank receives the same amount of my notes ; ifwe exchange

notes, there is an end of the transaction. I pay the notes

that bank has upon me by the notes I have upon that bank,

and each of us has 10,000Z. less in circulation. But suppose

we refuse to exchange notes with each other, then I take his

notes and demand Bank of England notes and sovereigns, and

he does the same with me. Hence each of us must keep a

balance of 10,000?. more in gold or Bank of England notes,

and also an additional sum to answer any sudden emergency

that may arise at any time from that banker having more than

the usual amount of notes, and to meet any run that he may be

disposed to make upon me. Thus it is that country banks,

by exchanging notes, and receiving payment of the difference

in London, are enabled' to carry on their business with a less

amount of ready cash, and to prevent the danger that might
arise from being run upon by each other. Those banks only

exchange which are in the same neighbom-hood. Were I to

receive the notes of a bank at some distance off, I should send

these notes to London, and that banker would send my notes

to London, and they would be paid by our Loudon agents.

We should not exchange with each other, because it would cost

more to send a messenger with the notes to be exchanged than
it would cost postage to London. Here I have to pay the

postage of these notes to London, and I have also to pay the

expense of having my notes which have been paid in London
sent down to me.

The exchange between any two banks established in the
same place will be regulated by the character and extent of

the business they may respectively carry on. The balance
may for a considerable length of time be uniformly in favour
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of one of these banks, and then for a considerable period in

favour of the other ; or it may fluctuate weekly, and at the

year's end be found to be neither favourable nor unfavourable.

I shall endeavour to investigate the causes which govern

these changes. In the first place, I shall presume that each

bank is a bank of deposit, of discount, of remittance, of agency,

and of circulation. The claims upon each bank will then

consist of—1. Cheques drawn against deposit accounts. 2. Its

own notes. 3. Notes issued by its agents or other branches.

4. Letters of credit granted by agents or branches. These

claims or obligations will get into the possession of the rival

bank by some of the following ways :—1. As lodgments on

deposit accounts. 2. In payment of local bills. 3. For bills

or letters of credit on agents or branches. 4. Received for

collection by post from some agents or branches. The exchanges

will now be more or less favourable, according to the following

circumstances :

—

I, The discounting of biUs not payable in the place where the

banks are established has a tendency to render the exchanges

unfavourable.

If, for example, a country banker discounts bills payable

in London, he issues his own notes for the amount at the tftne

the bill is discounted, and some of these notes will get into

the rival bank, and render the -exchanges unfavourable.

When the bills are due, the London agent receives the

amount from the accepters, but this has no effect on the

local exchange. Hence a bank that discounts a large amount

of London bills must expect to have large sums to pay in the

exchanges. There are some cases, however, in which the

discounting of London bills will not affect the local exchange

:

these are—1. When the amount of the bill is not taken in

notes, but in a draft on the London or some other agents. 2.

When the amount of the bill is placed to the party's current

account, the exchanges will not be affected so long as it remains

on that account. 3. The exchanges will not be affected, if the

notes issued for the London bill should be retired either by the

bank that issued them, or by any of its agents.

• 2. If a bank has to pay a large amount, or letters of credit

issued upon it by its agents or branches, the exchanges may

become unfavourable.

The exchanges between any two banks may be affected by
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other circumstances than local connections. If one bank is

draivn u^on by agents or branches, or has to pay notes issued

by agents or branches, and the other has no such connections,

then the exchange will be unfarourable to the former bank

and favourable to the latter. Some of these notes or letters of

credit, and some of the notes issued for the letters of credit, will

probably get into the possession of the rival bank, and appear in

the exchange.

3. If a bank issues a large amount of bills, or letters of credit

-

upon its agents or branches, the tendency is to render the

exchange favourable.

The bank receives the money for these biUs or letters at

the time it issues them. This money will often be composed

of the notes chieily in circulation, and a part of them wiU

consist of the notes or obligations of the rival bank, and wiU

be paid in the exchange : or if the bank receive from its

agents or branches any claims upon the rival bank, or even

any bills to bg collected, the effect will be to render the exchange

favourable in the same way as the granting letters of credit

upon those agents or branches.

4. The increase of lodgments on current accounts has a

tendency to render the exchanges favourable.

On these accounts money is received and money is paid

out daily. The receipts of money tend to throw the exchange

in favour of a bank, because some portion of these receipts will

consist of the obligations of the rival bank. The payment of

money tends to render the exchange unfavourable, because some

of the notes issued in payment will find their way into the

other bank. . When, therefore, the receipts are more in amount

than the payments, the exchanges are Ukely to be favourable.

When the total deposits lodged in a bank continue to increase,

the exchange will probably be favourable during the progress of

such increase ; but after the deposits have ceased to increase,

the exchange will not be more favourable than before the

increase began. As long as the amounts of the deposits in the

respective banks remain stationary, the operations on those

accounts will not affect the exchanges, although the deposits in

one bank may be twice the amount of those in the other. But-

if, from a transfer of accounts or from other causes, the deposits

increase in one bank and diminish in the other, the exchanges

during these operations will be in favour of the bank whose
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deposits are on the increase. But let the progress of increase

be over, and the amounts of the respective lodgments become

permanently fixed, then, as far as the operations on the

current accounts are concerned, the exchanges will again be

equal.

5. An increase in the amount of local bills under discount

has a tendency to render the exchanges unfavourable. Local

bills are bills payable in the place where the bank is esta-

blished. The operations on the local bill account are similar

to those on the deposit account. When these bills are dis-

counted, notes are issued—when the bills are paid, notes are

received. When the amount of local bills paid is greater than

that discounted, the tendency is to render the exchanges

favourable. Thus, to reduce the amount of local bills under

discount is to render the exchanges favourable ; and to increase

the amount, is to render them the reverse. But though the

operations on the local bill account are similar in their nature

to those on the current accounts, yet the effect is different as to

their influence on the exchanges. For as the amount of the

local bUls under discount increases, the exchanges become

unfavourable ; but as the deposits increase, the exchanges

become advantageous. In the increase of local bills, the issue

of notes will be more than the receipts ; but in the increase of

the deposits, the receipts will be more than the issues.

As the laws of the country circulation are the same, whether

the nates are issued by private or by joint-stock banks, I have

introduced the subject into this section.

SECTION V.

THE SCOTCa BANKS.

In this Section we shall consider the following topics :

—

I. The Law of Scotland with reference to Banking.

II. A Comparison between the Banks of Scotland and those

of England.

III. The Laws of the Currency with reference to Scotland.

IV. Those operations of the Scotch Banks that refer to the

system of Cash Credits, Interest on Deposits, Eemit-

tances to India, and the settlement of the Exchanges.
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I.

—

The Law of Scotland with reference to BanTcing.

The general provisions of the law of Scotland bearing upon

this subject are calculated to promote the solidity of banking

establishments.

1. There is no limitation to the number of partners.

2. The p'ivafe/orifMJie of every partner is answerable for the

debts of the bank.
,

3. Land, as well as other property, may he attached for debt.

4. In Scotland all Land is registered ; so it is easy for any

individual, by referring to the records, to ascertain what landed

property is possessed by the partners of the bank, and also

whether or not it be mortgaged. The following is the language

of the Eeport of the Committee of the House of Commons,
appointed 'in 1826 to consider the expediency of abolishing all

notes under bl. :

—

" There is no limitation upon the number of partners of which a banking

company may consist ; and, exceptiag in the case of the Bank of Scotland,

and the two chartered banks, which have very considerable capitals, the

partners of all banking companies are bound jointly and severally, so that

each partner is liable to the whole extent of his fortune for the whole

debts of the company.
" A creditor ia Scotland is empowered to attach the real and portable,

as well as the personal estate of his debtor, for payment of personal debts,

among which may be classed debts due by bills and promissory notes

;

and recourse may be had for the procuring payment to each description of

property at the same time. Execution is not confined to the real property

of a debtor merely during his life, but proceeds with equal effect upon
that property after his decease.

" The law relating to the establishment of records gives ready means of

procuring information with respect to the real and heritable estate of

which any person in Scotland may be possessed. No purchase of an
estate in that country is secure until the seisine (that is, the instrument
certifying that actual delivery has been given) is put on record; nor is'

any mortgage effectual until the deed is in like manner recorded.
" In the case of conflicting pecuniary claims upon real property, the

preference is not regulated by the date of the transaction, but by the date
of its record. These records are accessible to all persons ; and thus the
public can with ease ascertain the effective means which a banking company
possesses of discharging its obligations, and the partners in that company
are enabled to determine with tolerable accuracy the degree of risk and
responsibility to which the private property of each is exposed.

" There are other provisions of the law of Scotland which it is not
necessary minutely to detail, the general tendency of which is the same
with those above mentioned."
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The following Acts of Parliament have been passed in

reference to banking in Scotland :

—

" The first notice of banking in Scotland which occurs in the statute-

book, is an Act of King William the Third, passed in the year 1695, under
which the Bank of Scotland was established. By this Act an exclusive

privilege of banking was conferred upon that bank, it being provided,
' that for the period of twenty years from the 17th July, 1695, it should
not be lawful for any other person to set up a distinct company or bank
within the kingdom of Scotland, besides those persons m whose favour
this Act was granted.' No renewal of the exclusive privilege took place

after the expiration of the twenty-one years.

" The Bank of Scotland first issued notes of 20s. in the year 1704 ; but
the amount of notes ia circulation previous to the Union was very limited.

" The Bank of Scotland continued the only bank from the date of its

establishment in 1695, to the year 1727.

" In that year a charter of incorporation was granted to certain indi-

viduals named therein, for carrying on the business of banking under the

name of the Eoyal Bank ; and subsequent charters were granted to this

establishment, enlarging the capital, which now amounts to one million

and a half.

"An Act passed in the year 1765, is the first and most important Act
of the Legislature which regulates the issue of promissory notes in

Scotland.

" It appears from its preamble, that a practice had prevailed in Scotland

of issuing notes which circulated as specie, and which were made payable

to the bearer on demand, or payable at the option of the issuer at the end
of six months, with a sum equal to the legal interest from the demand to

that time.

" The Act of 1765 prohibits the issue of notes in which such an option

as that beforementioned is reserved to the issuer. It requires that all

notes of the nature of a bank note, and circulating like specie, should be

paid on demand ; and prohibits the issue of any promissory note of a sum
less than 20s.

" With respect to the issue of promissory notes in England, an Act was
passed in 1775, prohibiting the issue of any such notes under the sum of

20si And in the year 1777, restraints were imposed by law on the issue

of notes between the sum of 20s. and bl., which were equivalent to the

prohibition of such notes circulating as specie.

" In the year 1797, when the restrictions as to payments in cash were

imposed upon the Bank of England, the provisions of the Act of 1777,

with regard to the issue of notes between 20s. and bl., were suspended.

By an Act passed in the third year of his present Majesty, the suspension

was continued until the 5th of January, 1833 ; but now stands limited, by

an Act of the present session, to April 5, 1829."

" The general result of the laws regulating the paper currency in the

two countries is this :

—

" That in Scotland, the issue of promissory notes payable to bearer on

demand for a sum of not less than 20s. has been at all times permitted by
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law, nor has any Act been passed limiting the period for which such issue

shall continue legal in that country. In England, the issue of promissory

notes for a less sum than bl. was prohibited by law from the year 1772 to

the period of the bank restriction in 1797. It has been permitted since

1797 ; and the permission will cease, as the law at present stands, in

April, 1829."

The Act which now regulates the issue of bank notes in

Scotland is 8 & 9 Vict. c. 38, passed in the year 1845.

By this Act, the power of issuing notes is confined to those

banks that issued notes in the year preceding the 1st day of

May, 1845. And the amount to which each bank may issue is

not to exceed the average amount of notes it had in circulation

during the year ending the 1 st of May, 1845, and the amount

of gold or silver coin it may at the time have in possession at

the head office or principal place of issue, in the proportion that

the silver shall not be more than one-fourth the amount of the

gold.

This Act was to come into operation on the 6th day of De-

cember, 1845. After which day each banker is to make weekly

returns to the Stamp Office of his notes in circulation, and of

the gold and silver coin on hand; and the averages of four

weeks are to be published in the London Gazette, with a certi-

ficate from the commissioner as to whether the bank has held

the amount of coin required by this Act.

All banks, except the Bank of Scotland, the Koyal Bank of

Scotland, and the British Linen Company, are required to send

to the Stamp Office, between the 1st and 15th days of January,

inclusive, the names of all their partners, which shall be pub-

lished by the 1st day of March following, in some newspaper

circulating within each town, or county respectively in which the

head office or principal place of issue of such bank is situated.

Bank of England notes a,re not to be a legal tender in

Scotland.

In the Acts of Parliament passed in 1844 and 1845 for Eegu-
lating Banks of Issue in England and in Scotland, we may
observe the following differences :

—

1. The maximum of the circulation in England is the

average of the twelve weeks ending the 27th of April, 1844.

The maximum in Scotland is the average of the year ending

the 1st day of May, 1845.

2. The English banks are not, under any circumstances,
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allowed to exceed the fixed limit. The Scotch banks are

allowed to exceed their limit, provided they hold in their

coffers at the head office an amount of gold and silver equal to

such excess.

3. In England, should two joint-stock banks of issue effect a

junction, the circulation of one of them would be forfeited,* and
the united bank could issue only to the amount which the other

bank had previously issued. In Scotland, the united bank
is allowed to issue to the amount of the two circulations added

together.

4. In Scotland, notes under 5?. are still permitted. In

England, notes under 5Z. are still prohibited.

II.

—

A Comparison ietween the Banks of Scotland and those of

England.

The differences between the English and the Scotch banks are

the following :

—

1. The Scotch banks are all joint-stock banks. In England

there is a mixture of joint-stock and private banks.

2. The Sfcotch banks are nearly all banks of issue. In

England there are many, both private and joint-stock banks,

that are not banks of issue.

3. The Scotch banks generally have branches. In England

most of the private banks, and some of the joint-stock banks,

have no branches.

4. The Scotch banks universally grant interest on the balance

of current accounts—a practice not universally adopted in

England, especially in London.

5. The mode of making advances by way of " cash credit " is

general in Scotland, but exceptional in England.

We may also observe some other differences, chiefly of a

business character, which have an important bearing on the

interest of the community.

* There is no express provision in the English Act with reference to the

junction of two joint-stock banks. We consider that only one of the banks

would lose its issue, provided the continuing bank retained its original title, eo

as not to create a new bank. But if by the union a new bank should be

formed, then both the banks would lose their issues. In the saine way, we

think that the union of an issuing and a non-issuing bank would cause no

change in the issue. But then the new bank must retain the title of the old

issuing bank. Its right of issue would not be affected by taking new directors

or new shareholders.
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1. The banks of Scotland have generally a large paid-up

capital.

"Two great errors appear to have been committed in the formation

of joint-stock banks in England, and, until these are remedied, such

establishments can hardly expect to reach a higher degree of importance

or credit than is attainable by a wealthy private bank. These evils are,

in the first place, too small a capital relatively to the extent of business

undertaken ; and, in the next place, the circumstance of the issues of the

joint-stock banks being left uncontrolled by any effective system of

exchange.

" The advantage of a small capital in banking is, that it enables the

estabhshment, if at all successful in business, to pay a large dividend.

The profits of banking depend, in a great measure, on the amount of de-

posits and circulation, and, according as these are great or small compared

with the extent of the capital, will the company be enabled to divide a

larger or smaller dividend. It therefore becomes the obvious policy of

those estabUshments, the managers of which conceive that the success of

a bank is proved by the early payment of a high dividend, to keep the

capital of the company within the narrowest possible limits. This system

has been carried to the utmost extreme in England ; and hence, although

large dividends have been paid to the shareholders, there has been no

corresponding increase of confidence on the part of the public.

" The Scotch banks, on the other hand, have pursued a directly opposite

course. Their object has been to secure public confidence by the extent

of their capital, and they have continued to pay moderate dividends to

their shareholders, until justified in augmenting them by years of success,

and a large accumulated sinking-fund. So well, indeed, is this system

understood, and so completely has it attained its purposes, that the

slightest appearance of improvidence displayed by a Scotch joint-stock

bank, in fixing the amount of its dividend, has been invariably attended

with a decrease of the pubUo confidence in the stock of the establishment.

In this manner public confidence has been secured, the value of Scotch

bank stock has risen in the market, and the shareholders have received

their extra profits as a bomis, or in the increased value of their own shares.

Thus, instead of being looked upon as estabhshments aiming at the ephe-

meral advantage of making a large dividend, for stock-jobbing or temporary

purposes, our banks have almost invariably assumed the character of per-

manent national establishments, identified with the prosperity of the

country, and, by means of their small-note- circulation, conferring benefit

on, as well as obtaining the confidence of, every class in the community."*

2. In operating on his current account, it is not the general

* Letter to James William Gilbart, Esq., on the Eelative Merits of the

English and Scotch Banking Systems ; with Practical Suggestions for the Con-

Bolldation of the English Joint-stock Banking Interest. By Robert Bell.

iVTr. Bell, the manager of the City of Glasgow Bank, at Edinburgh, was ex-

amined in 1848, as a witness before the Committee of the House of Commons
on Commercial Distress. He died in 1854.
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practice in Scotland for a customer to draw cheques * on the

bank for his individual payments, nor to accept bills payable at

the bank. If he has to make twenty payments in the course of

the day, he will go to the bank in the morning, and draw out in

one sum a sufficient amount of notes to make all these paj'-

ments. On the other hand, if a customer should receive money
from twenty different people in the course of the day, he will

not receive cheques, as there are none in circulation, but bank
notes, which at the close of the day he will pay in one sum into

the bank. In England, all these receipts and payments would

be made in cheques, each having probably odd shillings and

pence. From this cause, the trouble and expense to a bank of

conducting a current account is much greater in England than

in Scotland.

3. The system of numerous branches leads to uniformity

all over Scotland in the terms on which business is transacted

in the banks.

From the small number of banks that existed for many
years in Scotland, and from the circumstance that the head

offices of most of these banks were fixed at Edinburgh, it was

easy for them to form arrangements among themselves for the

regulation of their business. Hence arose a uniformity of prac-

tice among all the banks, and throughout the whole of Scotland.

This uniformity does not exist in England. The system

of London banking is different from that in the country. And
the banking of one district differs from that of another district.

It would be difficult to produce any general union in England,

even among the joint-stock banks. There is a difference in the

character of their localities. Their head offices are too wide

apart to admit of frequent personal communication. And it

may be feared that among the joint-stock banks of England

there is not enough of that esprit du corps which is essential to

the existence of a general confederation.

There is, however, considerable competition among the banks

of Scotland. This rivalry, however, does not lead to transacting

business on lower terms.t Indeed, these terms are always very

* This custom is very much modified now-a-days—the English system of

cheques being more common, and a daily clearing instituted.

—

Bditob.

t The banks have entered upon an agreement to maintain a uniform scale of

charges for commission, exchange, &c., and meet from time to time to settle the

rates of discount and interest—these being regulated by the rise and fall in the

Bank of England rates.

—

Editor.
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moderate. The difference between the rate of interest allowed

and charged is rarely more than one per cent. No commission

is charged on current accounts; and it is only recently, we

believe, that commission has been charged on the amount (not

the operations) of cash credits. Sometimes the banks at Glas-

gow, when there is a great demand for capital, have been dis-

posed to grant a higher rate of interest than the banks of Edin-

burgh ; but this difference has soon been arranged. The pro-

vincial banks, too, have carried on a strong opposition against

the branches of the Edinburgh banks. The late Thomas

Einnear, Esq., when asked what had led to the discontinuing of

bome branches of the Bank of Scotland, replied :

—

" With, respect to tliose that are beyond my memory, I camiot say what

was the cause ; but those that have been given up within my recollection,

in point of fact were given up in consequence of the town in which that

branch had originally been established having accumulated wealth to

such a degree that it could afford a banking capital of its own, and that it

had in point of fact established a local bank ; then the cennection of that

local bank went so strongly against us by fair competition, that we found

we could employ our capital to better purpose elsewhere, and gave up the

branch." *

4. The system of numerous branches enables the banks of

Scotland to transfer the surplus capital of the agricultural dis-

tricts to the manufacturing and commercial districts, without

going through the process of rediscounting their bills.

Some Scotch writers have considered it a reproach to the

English banks that they rediscount their bills, and have boasted

that, with rare exceptions, the practice of rediscount is unknown
in Scotland. The accusation is made without due consideration.

The system of branches makes a difference in all banking ar-

rangements. A bank in an agricultural district, say at Nor-

wich, has a superabundance of money. A manufacturing town,

say Manchester, has a demand for money. The bank at Norwich
will send its money to a bill-broker in London. The bank at

Manchester will send its bills to the same broker. A rediscount

takes place. But let us suppose that the bill-brokering esta-

blishment should become the head office of a large bank, having

one branch at Norwich and another at Manchester. Then no
rediscount will occur. The bills discounted at Manchester will

never pass out of the possession of the bank. Nevertheless, the

surplus funds at Norwich will be transferred to meet the wants

• Commons, 132, Kinnear.
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of Manchester as effectually as before. This is an illustration

of the branch system in Scotland. A bank at Edinburgh will

have branches in both the agricultural and the manufacturing

districts. Or a bank whose head office is in a manufacturing
town, will have branches in the agricultural districts. Thus the

surplus funds of Perth, Ayr, and Dumfries are speedily trans-

ferred to be employed at Glasgow, Paisley, and Dundee. Were
a bank to be established at Glasgow without branches, it would

probably have occasion for discount at certain times, as well as

the banks at Manchester or Leeds.

At the same time, we think this transfer of capital by means
of branches is better than by means of rediscount. There is no

occasion for the intermediate party, the bill-broker. The bills

do not go out of the bank, so that men's transactions do not

become known. The abuses connected with rediscount by
fictitious bills are effectually prevented, and the bank can more

readily regulate its advances in accordance with its means. To
recur to our illustration :—The bank at Norwich may lose a

large amount of its deposits ; the bank at Manchester, knowing

nothing of this, may continue its advances in dependence upon

receiving its usual rediscount. The check may at length come

so suddenly that the Manchester bank may be placed in diffi-

culty. Under the branch system, should any large amount of

deposits be withdrawn from one branch, the bank would im-

mediately limit its advances at the others. The advantage of

this system on the approach of a pressure is obvious.

5. The system of numerous branches leads to more regu-

larity and uniformity in the mode of making their exchanges.

The Scotch bankers are loud in their praises of the system of

exchanges.* And justly so. But they are in error when they

suppose that nothing like it exists in England. We have shown

that the country banks make their exchanges with each other,

and pay the difference by a draft on London. These operations

have the same effect as the exchanges in Scotland of with-

drawing from circulation all the superfluous notes ; that is to say,

all the notes that come into the hands of the bankers. If it be

true that notes remain out longer in circulation in.England than

in Scotland, it arises not from any difference in the system of

exchanges, but from a difference in the habits of the people with

* The ruJes have been remodelled since Mr. Gilbart's time : they will be found

at the end of this section.

—

Editor.
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regard to " keeping a banker." If a Scotch banker issue 1,000Z.

of notes in the morning, he feels assured that these notes will

be paid into some other bank in the course of the day. An
English banker is not so sure. The party may not " keep a

banker," and he may then lock up the notes in a strong box for

a week or ten days, until he have occasion to make a payment.

We think it desirable that every man who has money should

lodge it in a bank, not merely for interest, but for security, and

therefore we approve of the Scotch practice. But it is this uni-

versal practice of having a banker, and not merely the system

of exchanges, that withdraws notes so rapidly from circulation.

At the same time, it should be stated that the Scotch bankers

are of opinion that our system of banking in England is charge-

able with some portion of the blame. They say that as the

English banks do not universally allow interest on deposits and

current accounts, the people have not the same inducement as

in Scotland for placing their money in a bank. And as many
banks charge commission on the operations of a current account,

it is the interest even of those who keep bankers to pay away

the notes they receive to other parties, rather than to lodge

them to their credit with their banker. On this subject I may
quote the following extract from a second letter addressed to

me by Mr. BeU :*—

" In Scotland we have adopted every means to concentrate the resources

of the country in the hands of the banker. We allow a liberal rate of

interest on deposits, while we not only encourage small capitalists and

traders to open accounts with us, but we induce our customers to make
frequent operations on their accounts, and the result is that every super-

fluous bank note is rapidly returned upon the issuer. The very opposite

course is pursued in England. You allow no interest on deposits, you give

no encouragement to small depositors, while you put a barrier in the way
of your customers making frequent operations, by the charging a com-

mission on the debit side of their accounts ; the consequence of which is,

that not only your paper, but your gold currency, stagnates in the hands

of the public during times of prosperity, leaving the paper issues to be

poured back upon the issuers in seasons of adversity, thus aggravating in

no slight degree the severity of monetary pressures."

Even were the keeping of a banker as general in England as

in Scotland, the same system of exchanges could not be adopted.

The Scotch system requires,—an equality, or an approach to it,

* A Letter to J. W. Gilbart, Esq., on the Regulation of the Currency by
the Foreign Exchanges, and on the Appointment of the Bank of England to

be the sole Bank of Issue throughout Great Britain. Bv Robert BeU.
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among the several banks—that the head offices of these banks,

generally, should be in the capital,—and that the banks should

have numerous branches throughout the country. These circum-

stances do not exist in England. And, moreover, we have the

Bank, of England, whose notes are a legal tender. It is obvious

there can be no exchange of notes in places where, as in London,
there is only one bank of issue. But the exchanges between
English country banks are precisely upon the same principle as

those in Scotland, and have similar effects. The. differences are

paid by drafts on London, payable on demand, and these drafts

again pass through the clearing.

Another advantage ascribed to the Scotch system of ex-

changes is, the surveillance which, by this means, the large

banks at Edinburgh are able to exercise over the smaller banks

in the provinces. That this surveillance exists in Scotland, and

that it has been exercised beneficially, we entertain no doubt.

It is equally true that such a surveillance does not exist in

England. But the system of exchanges is not the cause of this

surveillance, it is merely the instrument. In Scotland, the

banks being few, and all their head offices being at Edinburgh,

they are able to confer together, and to fix on rules for their

general government. With any inferior bank that refuses to

comply with these rules they can refuse to exchange notes, and

thus force it to compliance. In England, where the banks are

numerous, and where their head offices are distant from each

other, such a system cannot well be formed ; and hence each

bank is free from the control of other banks, and may pursue

any course it pleases, however injurious to itself or to others, so

long as it is able to make good its payments to the public. The

banks at Edinburgh, too, by means of their numerous branches,

have the earliest iuformation of any irregular practice that may
have been adopted by a local bank in the provinces ;—but the

large banks in London have comparatively but a very imperfect

knowledge of the operations of either the private or the joint-

stock banks that are scattered over the country.

From a want of this surveillance, banks in England have

carried on business for years after they have been supposed to

be insolvent. Hence they have gone on until their losses have

not only absorbed the whole of their capital, but have required

to replace them further demands to a large amount from their

shareholders. In Scotland, these banks, if they could not be

2 K 2
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kept in the right path, would probably have been compelled to

stop before they had wandered so widely. Banks, as we have

seen, do sometimes fail in Scotland, but never under circum-

stances that shake the public confidence in the general banking

institutions of the country.

6. The confidence placed in the banks of Scotland by the

public renders them less exposed to inconvenience during a

season of pressure.

When a pressure takes place in England, the first objects of

suspicion are the banks. People that have money in their

banker's hands draw it out, and hoard it. The bankers, knowing

that they are liable to these demands, draw in their funds, and

make provision accordingly. Hence the capital of the country

is rendered dormant at the time when it is most required to be

in a state of activity. Banks that issue notes are more liable

than others to these sudden demands. But no such feeling

exists at present in Scotland. And should the Act of 1845 have

the effect of inoculating the people with the love of gold, and

by this means place the banks in the same position during a

pressure as the banks of England, it must be regarded as a

national calamity.

On this subject we again quote from the letter of Mr. Bell :

—

" Nor are these benefits, great as they are, the only advantages which

we have derived from our system of banking. Our one-pound notes

connect and famiUarize every artizan and labourer in the country with

our banking establishments; and the impUcit confidence in our paper

currency thus created, and perpetuated by the general experience of the

sufficiency of our banks, has on many occasions been remarkably illustrated.

It is no exaggeration to say, that at this moment nine-tenths of the laboxu'-

ing classes of Scotland, if they had their choice, would prefer a one-pound

note to a sovereign; and, as a consequence of this feeling of security, com-

bined with a sense of the other advantages of the system, no one in

Scotland can have forgotten the truly national stand, on behalf of our

currency, which was made by rich and poor in the year 1825, when your

Enghsh economists proposed to visit us with an injury similar to that

which was in that year inflicted on England.
" With banking establishments thus pre-eminently possessed of national

confidence, no mercantile convulsion has hitherto created any general run

on our great joint-stock banks. It has been otherwise in England, where,

in consequence of legislative enactments, the public have been taught to

regard gold and silver as the only representatives of value. The bond of

union between the banks and the mass of the people has thus been

severed; and when a monetary crisis occurs, its consequences are in-

calculably more injurious. With us (though very rarely), runs have been



Laws of Currency in Scotland. 501

occasionally made on particular banks ; but it has been merely to with-
draw a deposit from one bank to place it in another ; or to exchange the
notes of a suspected bank for- the notes of one of our national joint-stock

banks, the prevailing confidence in our paper currency remaining un-
shaken. In this way the disposable banking capital or resources remain
in the aggregate unchanged ; whereas with you the run is for gold ; and
the coin thus withdrawn from one bank is not redeposited in another,

but hoarded till the panic is over, by which means the entire banking
resources of the country are involved in the consequences of the tem-

porary disaster; and this, too, at the Very time when these resources are

most needed."

III.

—

LawB of the Currency iti, Scotland.

In Scotland the lowest point of the circulation is in March,

and the highest in November. The advance, however, between

these two points is not uniform—for the highest of the inter-

vening months is May, after which there is a sh'ght reaction
;

but it increases again until November, and falls off in December.

The reason of the great increase in May and November is, that

these are the seasons for making payments. The interest due

on mortgages is then settled, annuities are then paid, the country

people usually take the interest on their deposit receipts, and

the servants receive their wages. There are frequently large

sums transferred by way of mortgage. It is the custom of

Scotland to settle aU transactions, large as well as small, by

bank notes—not by cheques on bankers as in London. It is

remarkable that these monthly variations occur uniformly every

year, while the amount of the circulation in the corresponding

months of different years undergoes comparatively little change.

The circulation of Scotland is at its lowest point in the mouth

of March, is higher in July, and reaches its highest point in

November. In the corresponding months of different years

there is but little deviation in the amount of the circulation.

These facts prove that the circulation of Scotland does not pro-

duce any effect upon prices, nor, consequently, upon the foreign

exchanges. It is hardly necessary to adduce evidence in proof

of the fact, that the prices of commodities do not go on increasing

from March to November in every year ; and if they do not,

they cannot be regulated by the currency. This regularity in

the circulation shows that it must be governed by some uniform

laws, arising from the local circumstances or habits of the

country ; and this, we think, will always be the case where the

banks are passive, and permit themselves to be operated upon
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by the wants of the trade and commerce carried on in their

respective districts.

Though the Act of 1845 does not appear to have had much

effect on the laws of the currency, it has had an effect in other

ways. It has required the Scotch banks to keep a larger

amount of gold in their vaults.

It has also Bad the effect of inducing the banks to increase

their charges, and to decline granting cash credits. The banks

are required to keep in their coffers a larger amount of gold.

This increased amount yields no interest, and hence to that

extent the Act diminishes their profits. To make up the same

amount of profit as heretofore, the charges for discounts and

advances are increased. This illustrates a principle that we
think will always be found correct, that restrictions upon hanks

are taxes upon the puhlio. This principle is not sufficiently

obvious to statesmen, nor even to the public, in England ; the

mercantile classes have been pleased, rather than otherwise,

when laws have been passed injurious to bankers. In Scotland

such matters are better understood. The commercial classes

have always rallied round the banks ; they have had the

sagacity to perceive the truth of the principle we have advanced

;

they know that capital employed in banking must be made to

produce an average profit ; and if the Legislature causes one

branch of business to be less productive, the bankers must make
other branches more productive, in order to render capital

employed in banking as profitable as it would be if employed in

other occupations. But the Act of 1845 not only increased the

charge ; it led.to a limitation of accommodation. There is no

one point on which Scotchmen, of all classes, are more unani-

mous in opinion, than on the advantages that have arisen to

their country from the system of cash credits. This system can

exist only with a note circulation. One of its objects on the

part of the banker is to increase his circulation. But he has no
profit by increasing his circulation of notes, if he must keep in

his coffers an additional amount of gold equal to that increase.

But gold is "the idol of our currency theory. The cash credit

system, therefore, with all the virtues it produced, has been
offered up in sacrifice to this " golden calf."

The Act has, however, not been successful in imparting to the
people of Scotland a taste for gold. The bankers are too wise

to issue the gold, unless when it is demanded ; and the public
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are too wise to make such a demand. Hence, when the increase

of the currency requires a further importation, the gold is quietly-

brought from London to Edinburgh, is quietly locked up in the
vaults of the bank, and, when no longer required, as quietly

sent back again. Of course this is a loss to the banks of issue,

but in this way it is less injurious than if put into circulation.

Disastrous for Scotland will be the day when the people shall

become inoculated with the love of a gold currency. The effect

of such a desire in England is strikingly exhibited in seasons of

pressure. When such pressures occur in Scotland, the banks,

unlike those of England, can employ their whole resources to

assist their customers, and to support public credit.

Among the theories on the currency was a notion of estab-

lishing one bank of issue for the United Kingdom. The follow-

ing evidence on this subject was given by Mr. Kennedy, the

manager of the Ayrshire Bank, before the Committee on Banks
of Issue, in 1841 :

—

" Do you think the establishment of a single bank of issue for the United
Kingdom would be advantageous or otherwise to Scotland ? . . .

" I

conceive that it must be very destructive to Scotland."

" In what way ?" . ..." It is perfectly clear that it would overturn

the present system of banking in Scotland. Our system of banking is

based upon the power that our currency gives us to allow a high rate of

deposit interest. If you take from us the profit that our currency yields,

we must make our profit from some other source ; we must increase the

charges to the community, and allow less interest, or probably no interest

at aU, and our system will be totally changed."

Another favourite notion has been the abolition of all notes

under 5?. A Committee of the House of Lords and a Com-
mittee of the House of Commons made reports'on this subject

in the year 1826. The evidence produced by the Scotch

bankers was so overwhelming, that both the committees

recommended the postponement of the measure. Eobert Paul,

Esq., secretary to the Commercial Bank of Scotland, stated

to the Committee of the House of Lords that the following would

be the effects of the abolition of the small notes :
*

—

" We should diminish the number of our branches, because we should

be involved in -an expense in the transmission of gold, which the profits

arising out of our branches could never compensate ; they are not the

most profitable part of our business ; they are attended with a great many
hazards and disadvantages.

" We should withdraw our cash accounts, because they could no longer

* Lords' Report, p. 204.
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accomplish the end for which they were granted, which was the maintain-

ing our circulation, especially of our small notes.

" We should diminish the interest of our deposit accounts, because we

should then be required to keep a very large amount of dead stock of

gold in our coffers, to meet the constant variations that would arise, and

to keep it wholly unproductive. I imagine that if a gold currency were

substituted for a small-note currency, there would be a much greater

amount of gold required than there is at present of notes. "We have at

present, in order to meet the constant variations, a large amount of notes

constantly on hand, and in the same way we should require a stock of gold,

and that would be proportionably larger as the general circulation would

be greater."*

The following letter, written by an agent at Inverary, to

Eoger Aytoun, Esq., manager of the Eenfrewshire Bank at

Greenock, states the inconveniences which the writer apprehends

would result from the introduction of a metallic currency into

that part of Scotland :

—

" With regard to the proposed measure of suppressing bank notes in

Scotland for less than 5Z., I think it would be ruinous to this country;

for I cannot see how, if it takes place, the business of the country can

be carried on. Confining myself to some of the most prominent instances

in which the Highlands will be affected, I shall state the difficulties that

ocotu" to me. Our produce chiefly consists of cattle and sheep, grain,

wood, kelp, and the production of the fisheries. Cattle are brought to

the country markets by the breeders, chiefly small farmers, every man
attending his own, and having generally from one to three young animals

for sale. There they are met by the dealers and graziers, who purchase

such of the beasts as suit them ; and it is seldom that a single animal, at

the age of one or two years, being the ages at which they sell them to the

dealers and graziers, comes to the price of bl. ; the price is more frequently

from %. to U. Of these a dealer often purchases two or three hundreds in

single beasts, so that he has more than 11. and less than SI. to pay to each

of as many sellers ; but he has no notes under hi., and the sellers are not

able to return balance in any coin. This will occur to many dealers at

every market ; and how is the difficulty to be removed ? The dealers

must all come loaded with gold and silver, and this they cannot carry to

the necessary amount ; and besides, they will not be supplied by banks
with gold and silver for their bills, by which there would be no profit. The
means of paying being wanting the seller will not deliver, and the object of

the parties is frustrated; and thus a difficulty is cast in the way of dis-

posing of this material article of Highland produce, which must discourage

the sales, and occasion a reduction of price, and consequently of the rent

and value of land.

" It is the same in the case of grain, of which bear or barley is what
is chiefly sold by small farmers to the distilleries. In settling for some
bolls, bought in small quantities of two or three bolls, hi. notes will be

* Lorda' Report, p. 132.
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found most inconvenient ; and the purchasers and manufacturers of wood
and bark, and of seaweed for kelp, who require many hands, and pay off

their workers generally once in the month, none of whom will draw so

small a sum as 11., nor so large a sum as hi., will experience the same
difficulty.

" The herring fishery on our coasts employs several thousand men,
and is of very great importance. Instances have occurred of herrings

being taken in Lochfine alone to the value of 40,0002. in one season, and

a thousand boats are generally employed there in the fishing. The fisher-

men every morning sell their fish to the curers on shore, receive their

money, and set out in quest of more. The value of each boat's fishing for

a night sometimes exceeds hi., but generally is under it ; and there are, in

this fishing station alone, a thousand boats to be paid off every morning,

of whom most probably two-thirds have to receive less than 5^. each.

It will be impossible to provide gold and silver sufScient for such a pur-

pose ; and in the remote parts of the North Highlands, where the fishery

is much more extensive, and banks at a greater distance, the difficulty is

insuperable.

" At present the business of the Highlands is transacted by means of

bank notes of 11. and 11. Is., with some larger notes on occasions, and that

with the greatest facility. Cattle dealers, and all others having to p^y

away money to any amount in small sums to a number of people, as in the

instances mentioned, prepare themselves by a mixture of notes, some

large and some small, accompanied by a few pounds of silver, and every-

thing goes on well. These notes are preferred by the country people

before gold, both because they are unable to distinguish between the

genuine and base metal, and because these coins are more liable to be lost

ffom their pockets than notes ; and they have no reason to repent their

confidence in the stability of these banks, whose notes they have been

accustomed to receive for so many years in their transactions. But if

small notes are superseded, and gold substituted, it is not easy to see how

the supply of gold is to be kept up to carry on the business and trans-

actions of this country. Should a quantity of it be received into the circu-

lation, it would not remain long, but find its way into the banks, who will

not again give it out in bills as they.do their notes, and it will immediately

become a scarce article in the country. A person, then, having to pay in

small sums, will on every such occasion be obliged to send his large notes

to the bank that issued them, perhaps a hundred miles off, to receive gold

and silver in their place, to answer his purpose. The conveyance of it to

him is next to be provided for. The weight may be too much for the post.

There are no mail coaches ; and he must either employ a carrier, moving

too slowly for his occasions, or be at the expense of sending a trusty person

for the treasure.

" In transmitting money from one part of the country to another, the

same difficulty will often present itself. Suppose a person in the Western

Isles has to pay I9Z. to one on the Continent. At present this may be con-

veniently done by three notes of hi. and four of 11. enclosed by post ;
but

when there shall be no 11. notes, the odd 4Z. must be sent in gold or silver,

not conveniently carried in a post letter, and requiring that a person be

employed for the purpose, and at some expense.
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"Many other such difficulties and inconveniences will occur. These

presented themselves to me, and I stated them hastily, without regard to

order. If you find anything in them useful for the purpose, I shall be

pleased. But it appears extremely hard that the Scotch system should be

disturbed, and that we should be obUged to adopt one not only unsuitable

to our purposes, but ruinous to the business of our country."

IV. Those OperattonB of the Scotch Banks that refer to Cash

Credits, Deposits, Bemiitances to India, and the Settlement of

the Exchanges.

Cash Credits:—K cash credit is an undertaking on the part

of the bank to advance to an individual such sums of money as

he may from time to time require, not exceeding in the vchole

a certain definite amount ; the individual to whom the credit

is given entering into a bond with securities, generally two in

number, for the repayment on demand of the sums actually

advanced, with interest upon each issue from the day upon
which it is made.

Cash credits are rarely given for sums below lUOZ. ; they

generally range from 200?. to 500?., sometimes reaching 1,000?.,

and occasionally a larger sum.

A cash credit is, in fact, the same thing as an overdrawn

current account, except that in a current account the party

overdraws on his own individual security, and in the cash credit

he finds two sureties who are responsible for him. Another
difference is, that a person cannot overdraw his current account,

without requesting permission each time from the bank;
whereas the overdrawing of a cash credit is a regular matter of

business,—it is, in fact, the very thing for which the cash credit

has been granted. The following advantages have been ascribed

to the cash credit system :

—

1. Cash credits enable young men of good character to acquire

wealth and respectability.

" I have known many instances of young men who were starting in the
world from low situations—of servants, who have conducted themselves
well during the time they were apprentices—of farm-servants even, who
were able to procure an accaunt from a bank by means of some friends or
acquaintances becoming their securities—that in the course of their business
have raised themselves by becoming farmers of considerable extent, or
manufacturers in a way highly creditable to themselves and beneficial

to their country.*

* This and the following quotations are taken from the evidence given by
the witnesses from Scotland, before the Committees of Lords and Commons,
appointed to consider the expediency of abolishing the notes under 51. in 1826,
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" Without cash credits, sober, attentive, and industrious people would
not have the means at all of following up what they very deservedly might
be encouraged to foUow up. They begin the world, in all probability, with

a mere trifle, which trifle they have been known to make by their own
industry. Having made that, it recommends their character to persons

of, perhaps, a little more fortune, who, to encourage them, become sureties

for their cash accounts.

" The classes of persons who have cash credits are very various ; but

they are generally the industrious classes of persons—merchants, and

traders, and farmers.

" The accommodation is more readily given to a small than to a large

amount—the bank preferring to grant ten credits for lOOZ., than one for

l.OOOZ., thereby demonstrating that their accounts are quite as much for

the assistance of the poor as for the accommodation of the rich."

2. Cash credits furnish great facility to tradesmen and others

in carrying on their business, either in the way of raising

money, in making purchases, or in employing at particular

seasons' their surplus capital.

" Is the advantage to the party borrowing greater under the system of

cash credit than under the system of lending in the ordinary mode ?

—

Infinitely.

" Why ?—As to the question of actual pounds, shillings, or pence, paid

in the shape of interest, there is, in the first place, this difference, that

when he discounts a bill, he pays the interest on the sum for three months,

if that be the currency of it. Should any accidental mercantile transac-

tions throw into this individual's hands, on the next day, the same

amount which he had received thus from the banker, he has lost the

benefit of the transaction, because he must keep this : if he has a deposit

account with the banker he must keep it at banker's interest, while he is

anticipated by having paid to the banker three months' discount interest

on his bill. If a trader were to take his money systematically by discounts

instead of by cash accounts, a disadvantage to him would arise. The

same principle applies to small sums : if half or a quarter, or any part of

the advance which he may have received upon the cash account comes

into him, he immediately lessens the advance by paying it into the bank,

and the interest being calculated at the close of the account, there is a

progressive account of interest diminishing with the principal sum till it

is extinguished. So far as to actual benefit of interest; but the con-

venience of getting money when wanted affords a very material advantage,

independent of the actual benefit.

" What are the facilities that exist in obtaining this sort of advantage,

compared with those of obtaining an ordinary loan?—When a person

applies for a cash account, which is not an immediate advance of money

on the part of the bank, but a conferring of the power or privilege of

drawing upon the bank to the extent specified, the person proposes two or

more personal securities : a bond is made out, and he draws as occasion

requires. In this way, he has never more from the bank than is absolutely

necessary for the purposes of his business. The accoimt is never recalled.
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unless it has ceased to be beneficial to the bank, by having been but

little operated upon, and thus not having promoted the circulation of

the bank's notes. Whenever it becomes a dead advance, the bank calls

it up. In the case of a person obtaining a loan, he would probably, in the

first place, have to pay the interest down at once; he would have to pay

it upon the whole sum, whether he should require it ultimately or not,

and it would be liable to be recalled by the lender at his pleasure.

" The person who procures a cash credit, does so upon the security of

two or three substantial individuals. He may be a man of little property,

but upon that security he gets a credit, perhaps of 500?. : his bill to any-

thing Uke that amount, without those securities, would not be discounted.

" After the permanent credit is given, the option of using it lies solely

with the borrower, not with the bank, as does also, the option of the

period of repayment.
" If a small trader borrow of an individual (not a banker} IQQl., that

individual would not be disposed to receive back his money in SI., or lOZ.,

or 15Z.—he would wait till the term expired, when he would receive the

whole. When a credit is granted, the individual, perhaps, draws out. 50?.

to-day and pays in Mil. to morrow, and goes on in that way, always having

credit with the bank to the extent originally stipulated.

" The repayment as well as the overdraught is permitted by the bank
to be made in small sums piecemeal ; so that by attention in his repay-

ment, the borrower saves himself from paying interest on more than the

precise advance for which he has occasion at the moment, and can con-

stantly convert to a safe and profitable purpose the money which he may
receive in the course of his trade, however small the amount.

" These advantages are steadily and uniformly afforded at all times to

the industrious tradesman, or farmer, the merchant, the professional man,
and the landlord."

3. Cash credits supply capital for carrying on extensive

branches of trade, employing the population, and constructing

public works.

" Cash credits for small sums enable the poor to be as instrumental, as

far as their means go, in increasing the capital of the country, as the rich

are. For the produce of that industry which cash account credits enable to

operate, and of that capital which they leave at Uberty to be employed ia

trade, goes to increase the real wealth and capital of the country ; and a
great proportion of the transactions, carried on through the instrumentahty
of cash accounts, consists of those of the poorer classes.

" I apprehend that those cash credits have enabled a large number of
manufacturers to carry on business, and to employ the population of the
country, who, if they had not such credits, could not have carried on such
business, nor employed such population.

" Cash credits are granted to almost all descriptions of persons through-
out the country. Every young man who has a prospect of success on
entering life, applies for a cash credit. A great many gentlemen have
cash credits, and a great many farmers. There is hardly any public work
undertaken in Scotland that the first object is not to apply for a cash
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credit, to carry it on to advantage. All the roads in Scotland are managed
by Parliamentary trustees ; and I believe there is hardly any one of those

sets of trustees which have not cash accounts for the purpose of carrying

on their operations. I am sure many of the most important public works
in Scotland would not have been carried on, or certaioly not with the

same advantage, but for the credits they obtain from the banks."

4. Cash credits prevent large manufacturers setting up as

bankers, and thus they exclude those evils which in other

countries have resulted from the failure of private banks.

" When the system is applied to the case of large manufacturers, em-

ploying hundreds or thousands of workmen, and possessing a cash credit

to a proportionate amount, upon sufficient securi^, one obvious effect is,

that the temptation is removed from the manufacturer of attempting to

issue notes, and becoming himself a banker—an error or temptation which,

if what is said is true, has been the main cause of the institution of many
insufficient English bankers, whose partners, from being good traders,

became bad bankers, and brought upon their own district the distress

which bad banking sooner or later always produces."

5. Cash credits have a considerable moral influence upon the

habits and character of the people.

" The security afforded to a bank by its debtor, or rather its customer,

on a cash credit, is by bond, with two sureties at the least : occasionally

there are not two sureties, but frequently many more ; the practical effect

of which is, that the sureties do, in a greater or less degree, keep an atten-

tive eye upon the future transactions and character of the person for whom
they have thus pledged themselves. And it is, perhaps, difficult for those

who are not intimately acquainted with it to conceive the moral check

which is afforded upon the conduct of the members of a great trading

community, who are thus directly interested in the integrity, prudence,

and success of each other. It rarely, indeed, if ever, happens, that banks

suffer loss by small cash credits.

" This system has a great effect upon the moral habits of the people,

because those who are securities feel an interest in watching over their

conduct ; and if they find they are misconducting themselves, they become

apprehensive of being brought into risk and loss from having become their

securities ; and if they find they are so misconducting themselves, they

withdraw the security.

"Sometimes cash credits are recalled from the interference of the

securities. They have the power of knowing from the bank at any time

the state of the account, and the operations upon it ; and if from that, or

from other circumstances, they have been led to think less favourably of

the person for whom they gave the security, they can immediately cease

to allow that account to be farther operated upon."

The Eeport of the Committee of the House of Lords con-

tains the following observations upon the eflfects of cash

credits :

—
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"There is also one part of their system which is stated by all the

witnesses (and in the opinion of the committee yery justly stated) to haite

had the best effects upon the people of Scotland, and particularly upon

the middling and poorer classes of society, in producing and encouraging

habits of frugality and industry. The practice referred to is that of cash

credits. Any person who applies to a bani for a cash .
credit, is called upon

to produce two or more competent securities, who are jointly bound ; and

after a full inquiry into the character of the applicant, the nature of his

business, and the sufBciency of his securities, he is allowed to open a credit,

and to draw upon the bank for the whole of its amount, or for such part as

his daily transactions may require. To the credit of this account he pays

in such sums as he may not have occasion to use, and interest is charged

or credited upon the daily balance as the case may be. From the facility

which these cash credits give to all the small transactions of the country,

and from the opportunities which they afford to persons who begin business

with little or no capital but their character, to employ profitably the

minutest products of their industry, it cannot be doubted that the most
important advantages are derived from the whole community."

As by cash credits the banks render themselves liable to

be called upon at a moment's notice for the amount of the

credit granted, it is natural to suppose that they contemplate

some advantage in return. The advantage contemplated is

the circulation of their notes. It is not intended that the

cash credit shall be a dead loan of capital. It is expected

that there shall be a perpetual paying in and drawing out

of money; and the smaller the denomination of the notes

drawn out, the more advantageous is the account to the bank.

Manufacturers who pay away large sums every week in wages,

linen buyers and cattle dealers, millers and provision mer-
chants, who make their purchases in small sums, and gene-

rally all those who have quick returns of money passing

through their hands, have the means of making a cash credit

profitable to the bank. On this subject I again quote the

evidence :

—

"To secure to the bank the advantages of circulation, which is to

make it worth while to afford these facilities at so little expense to a
customer, he, on his part, is to lose no opportunity of bringing to the
bank, and thus withdrawing from circulation, the notes of every rival
bank which comes into his hands in the course of his transactions; or
of paying away, and thus introducing into circulation, as many of' the
notes of the bank as his transactions admit of, always 11. notes if pos-
sible. The payments and receipts must be frequent, for in this consists
the banker's profit, inasmuch as the payments are uniformly made by
him in his own notes, and the receipts are generally, in a very great
degree, in the notes of other banks. Thus, supposing a shopkeeper to
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have a credit for 50Z. or lOOZ., if his receipts and payments average SI.

per day, he may, in six months, or 150 days, have placed 750 of his

banker's \l. notes in circulation.

" It is quite necessary, in order to render a cash account beneficial,

that there should be repeated and continued operations upon it; that

the transactions should be numerous ; that there should be a continual

drawing out and paying in of money ; and that, by these means, a cir-

culation of the bank notes may be promoted ; otherwise the account is

withdrawn, and the great reason of this is, that these accounts are not
intended to form dead loans, but to be productive of circulation to the

bank.

"The explanation of the cash credit system is this:—The bank who
first opened a cash credit opened it with an individual shopkeeper. He
received payment of his goods in the currency of the country. Previous

to that system, he used to put his currency into his drawer, 8Z. or 10?.,

or whatever it was. If people brought him larger money to pay for his

goods, he returned those people change ; or if he did not, he kept it

until he wanted to purchase for himself. But after the banker had ex-

plained to him what he wished him to do, when the shopkeeper received

the currency of the country, instead of putting it into his till, hs looked

to the banker's shop as his till, and handed it over to the banker, and
left his own till with only the change which he could not do without.

Then, when he required sums to pay away, instead of taking them from
his till, he sent to the bank, and took from it what he required, the

banker giving him his own notes. So much of the previous currency

was thus removed, and the banker's notes taken in its place. That was

the effect of the first operation, when the thing was only in so simple a

state that there was only the notes of. one bank and a metallic circula-

tion. If you apply the same principle where there are thirty banks, the

result would be the same. The amount of the circulation of the country

continues the same, but the proportions between its parts vary."

Deposits.—A sum of money deposited or placed in a bank is

called a deposit. Some banks grant interest on these deposits,

others do not. Few London bankers allow interest on deposits,

but the English country bankers usually do. The Scotch banks

have carried this practice to the greatest extent, and the

deposit system forms a very important branch of the banking

system in Scotland.

Those regulations which the banks have established as the

rule of the transactions between themselves and the depositors

are the following :

—

The depositor may place in the bank any amount of money he

pleases above lOZ.

The whole or any part of the deposit may be withdrawn at the

pleasure of the depositor without previous notice.
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Interest is allowed on the deposit from the day it is lodged in

the bank until the day it is drawn .out. Provided, that is, it

has been allowed to lie a month, no interest being paid upon a

sum deposited for a shorter period.

The balance of a current account is allowed interest at the

rate of ^ per cent, less than if it were a permanent deposit when

calculated on the minimum for the month, or one per cent, less

when calculated daily.

The following are the advantages ascribed to the deposit

system :

—

1. The system of deposits is advantageous to the lower

classes—in providing a place of safety for their deposits—^in

granting them interest on their savings—in encouraging

habits of frugality—and thus often enabling them to advance

in society.

"The deposit branch divides itself into two parts:—There is, first,

what is called a running account, where the party pays in from day to

day the whole surplus funds in his hands, and on which he receives

interest. These depositors are, in general, shopkeepers, and merchants,

and traders, more particularly in large towns; and in these deposit

accounts there is found at their credit, at the close of every day, the

whole amount of the money for which they have not immediate employ-

ment m their trade. The second branch of deposits consists of small

sums placed in the hands of the bank at interest, which have been in

general the savings of their industry, and which are put into the hands

of the bank to accumulate, and on which they may operate not in the

way of a running account. They may receive a partial payment when-

ever they please ; but in general these deposits are very seldom removed,

excepting when an individual has occasion to build a house or begin

business. This class of deposits is distinguished from running aocoimts

by the name of deposit receipts.*

"What class of the community is it that makes the smaller deposits?

—They are generally the labouring classes in towns like Glasgow. In

country places, like Perth and Aberdeen, it is from servants and fisher-

men, and just that class of the community who save from their earnings

in mere trifles small sums till they come to be a bank deposit. There

is now a facility for their placing money in the provident banks, who
receive money till the deposit amounts to lOZ. When it amounts to lOZ.

it is equal to the minimum of a bank deposit. The system of banking

in Scotland is just an extension of the provident bank system. Half-

yearly or yearly these depositors come to the bank, and add the savings

of their labour, with the interest that has accrued from the previous

half-year or year, to the principal. And in this way it goes on, without

being at all reduced, accumulating, till the depositor is able either to

buy or build a house, when it comes to be one, two, or thi-ee hundred

* Lords' Eeport, p. 80.



Scotch System of Deposits. 513

pounds, or till he is able to commence business as a master in the line

in which he has hitherto been a servant. A great part of the depositors

of the -bank are of that description ; and a great part of the most thriving

of our farmers and manufacturers have arisen from such beginnings.

And in regard to the deposit receipts, I may just mention what is gene-

rally the way in which they are granted. To-day a person from the

country appears at the bank, it may be with 201. or SOI. or 50/. We
probably never see him again tiU that day twelvemonth, but we are

sure of seeing him about that very day. If he has 20/. in the bank, he
may come and say, ' There are four guineas

;
you wiU give me a receipt

for 25/.' He knows well that the 20/. has earned 16s. interest ; and I do

consider that the four guineas are just the savings of the year. He goes

away with his new receipt, and returns on that day twelvemonth ; then

again it is added to, and thus accumulated—and so in many instances

throughout the country."*

2. The system of deposits is advantageous to capitalists in

furnishing them with a secure mode of employment of capital,

either for a longer or a shorter period, at their pleasure.

"What class of persons form the large and steady depositors in the

Scotch banks?—The middling and the lower order of society, industrious

poor people, who are saving their money, and small capitalists who
have raised a moderate sum of money, upon the interest of which they

live.

" Do many persons live upon the interest of their deposits, as far as

you know ?—Yes, a great many."t
" Do you know whether it is the practice of persons who have small

capitals in Scotland, to invest them in the public securities in London,

or to deposit them with the banks in Edinburgh?—I believe, almost

universally, to deposit them with a Scotch bank.

" And they ' live upon the interest of what they so deposit, in the

manner as persons here live upon their interest on stock ?—Yes ; they

often look to the permanent capital with a view of leaving it at their

death, taking the interest during their lives."t

" The deposit accounts are of two kinds : one kind from the com-

mercial people, who have large sums that they wish to keep in a dis-

posable form, waiting an opportunity of any investment which may
occur. Of the operating deposits, there are others who keep the money

until a favourable turn in the Stock Exchange enables them to invest it

there. And there are others, respectable householders, who keep it for

the purposes of their family expenditure. I reckon that these and the

sums due upon them average one-half of the aggregate amount of a

bank's deposits."!

"Have you formed any estimate of the amount of deposits in all

the banks in Scotland?—I certainly have been at very great pains to

* Commons' Report, p. 159. t Lords' Report, p. 165.

X Commons' Report, p. 124. § Lords' Report, p. 183.
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get information upon the subject ; and I am satisfied that the amount

is considerably above twenty millions—I should say, twenty-five millions.*

" Prom what class of persons are those deposits chiefly ?—Generally

from industrious tradesmen, small shopkeepers, varying from IQl. to 500C.

The greatest number of deposits, and the greatest in their aggregate

amount, are in small sums.
" Are there not, however, deposits from richer classes, and each of them

to a much larger amount ?—Certainly, there are deposits from IfiQQl. to

'10,0001. and 30,000Z"t
" In the spring of 1824, the banks in Scotland began, in some instances,

to decline accepting deposits at all. In the autumn of 1824, the great

banks made an express rule that they would not accept more than 5,000Z.

from any one depositor. They allowed 2J per cent, on the first 3,000Z.,

and 2 per cent, upon the remainder of the ajOOOl., and above that they

would not allow any interest. That was the general rule with the great

banks at that period. There were many people who preferred leaving

theii' money, though they received little or no interest, to taking it away.

That commenced in 1825."t

3. The system of deposits is advantageous to the country

—by augmenting the amount of national capital—by increasing

the demand for labour—by granting facilities to trade and

commerce—and by removing the temptations to engage in

hazardous speculations and foreign investments.

" This system was adopted before the middle of the last century. The

rate of interest allowed since then has been regulated by the value of

money, and has, of course, fluctuated considerably ; but it has ever been

such as to afford as high a return to the depositor as has been con-

sistent with the reasonable profit, and of course the security of the bank.

The effect of this system has been to encourage and to afford the means of

the accumulation of capital among the lower, as well as the higher

orders, by placing within the reach of all, a convenient, safe, and mode-

rately profitable investment of money, and to offer an inducement to

capitalists to retain their accumulations in Scotland, notwithstanding

the opportunities or temptations which foreign investments might hold

out."§

" The system of deposit accounts, I think, is a very great stimulus to

the habits of industry and economy and frugality in Scotland. The

whole surplus capital of the individual is thus rendered productive.
" Under the system on which you conduct your business, is not the

money arising from those deposits issued out, to encourage the farther

consumption of labour in the country ?—Yes.

"It would be a loss, then, to the- country, if it was to be removed from

the channel in which it is now placed, into this country, on Government
debentures ?—It certainly would.

* The amount at present deposited -with the banks in Scotland, in pei-manent

deposit and current accounts, iB upwards of sixty inillions.^J'e6rt«in/, 1871.

t Lords' Report, p. 231. J Ibid. p. 158. § Ibidl p. 175.



Scotch System of Deposits. 515

" Under this system, does not the poor -workman gain immediate in-

terest for his saving, whilst the saving is immediately employed through
the bank in putting a farther portion of labour into motion ?—Precisely

so. It is in this way that the wealth of those individuals is concentrated,

and through the agency of the bank is brought to bear in carrying on the

business of the country."*
" Is there not an advantage to the public from the gathering of those

small capitals together, forming part of the deposits of the bank, and so

being sent out again in large sums, like other capitals, for the purpose of

being applied to increase the powers of productive industry?—The
Scotch banks form a sort of reservoir for receiving the small sums of

capital scattered throughout the community, and then sending them forth

into channels of trade, so as to promote the conmierce, manufactures, and

agriculture of the country."t
" Are you of opinion, that if the deposits with the banks of Scotland

were considerably lessened, the banks could aiford the same accommo-
dation by discounts which they do at present ?—I should think that is

impossible, because it forms part of their capital. It would diminish the

capital which is at present employed in that business, of which discounting

forms a great part.

" Would not any such diminution of discount operate injuriously to the

general trade of the country?—The want of those discounts must
diminish the trade of the country, inasmuch as the manufacturer or

merchant receives his money at least three months sooner by discounting

his bills, than he could possibly get payment of his account.":|;

" The system of deposits forms a great pafrt of the funds arising from

our banking system. It is a great deposit of money which is given out

to the trade of the country, for the profit of one per cent, for which the

bank runs the risk of its business. If that great deposit were withdrawn,

and could not be issued with the same degree of safety, I conceive the

consequences would be a total derangement of the whole system, and ruin

of our country."§

" If the banks are under the necessity of reducing the interest on de-

posit accounts, the depositors must look about them and find out on what

security they can lend their money so as to obtain a higher rate of

interest. It would certainly diminish the capital of the trading part of

Scotland, inasmuch as the banks would not have it in their power to assist

them in trading by discounting ; but it might be lent on Government

securities or landed property, and the temptation of a higher interest from

individuals would, undoubtedly, be a temptation to many—and a tempta-

tion that could scarcely be resisted by those whose income depends

entirely upon the interest of that lent money^—to lend it on personal and

doubtful security.

" When the banks reduced their interest some time ago, a great part

of the deposits was drawn out, to be invested in various different ways.

And as the depositors did not get from the banks the interest on which

they were depending, and did not choose to take a less interest, many

* Lords' Report, p. 283. f Commons' Report, p. 203.

J Lords' Report, p. 266. § Lords' Report, p. 235.
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of them went into schemes, which have turned out very niinous to

them. It has been one great cause of oTer-speculation, that the people

did not get the interest they had been accustomed to from the banks.

They, therefore, drew it out to iavest it in joint-stock companies, lent

it to builders, or other inferior securities, or became builders them-

selves."*

4. Tlie system of deposits is advantageous to the banks

—by inducing every person to deposit his money in a bank

—by furnishing the banks with capital to carry on their

business—and by putting in circulation a large amount of

their notes.

" The universal practice at Glasgow is, to pay into the bank with which

the individual transacts his business, the whole of the notes he has in his

possession, or nearly the whole, every day."t

"Unquestionably, the giving of interest* upon deposits is an induce-

ment to every person that has any surplus money in his hands, to place

it in the hands of his banker. And in the same way in the case of cash

accounts, every payment by tljie holder of a cash accoimt into the bank,

either diminishes the interest he has to pay to the bank, or if the account

should turn in his favour, enables him to get interest from the bank, and

that is a great inducement for every person to pay in daily into his

banker's hands all the money which he does not require for the purposes

of his business.''^

"The means of a bank I conceive to consist of three things—first,

capital paid in its own stock—secondly, the notes which the bank is

able to keep afloat in the circle—thirdly, the amount of the doposits."§

" And if the amount of deposits were lessened, in that case their means

of issuing money upon discount would be proportionably lessened ?—Tes."||

" Every bank constituted as the banks of Scotland are, makes advances

in two ways.—They make them upon cash credits, and they make them

upon the discount of bills. They also borrow in two ways.—They
borrow upon deposit receipts, and they borrow also upon accounts

current. That is, if a gentleman opens an account, and puts lOOZ. to his

credit, and operates upon it, drawing out a part of it, leaving a balance in

the hands of the bank, then there is a borrowing to the extent of the

balance that is so left. Those accounts we do not allow to be overdrawn,
so that the advance is in two ways, and the borrowing in two ways—that

is, in two different forms."!"

" In the case of small depositors, a considerable part of the profit

arising from the deposit of that money is the circulation of the notes.

When a depositor withdraws his money from the bank he receives it in

tbe notes of the bank, and, of course, they go into circulation. As long as

they remain out they are a source of profit."**

* Lords' Report, p. 250. t Commons' Eeport, p. 50.

X Commons' Beport, p. 201. § Lords' Eeport, p. 195.

II
Oommons' Report, p. 150. If Commons' Eeport, p. 180.

* * Commons' Report, p. 45.
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" The banks issue their notes two ways ; they make advances upon cash

accounts, and they make advances upon discounts. They also issue their

notes in payments upon accounts current, and also in the repayment of

deposit receipts."*

"The deposit and cash accounts are the instruments for supporting

our cJTculation, and without the continued operations upon the deposits

and cash accounts our circulation cannot be maintained."t

Remittances to India.X—Although this branch of banking

business is not peculiar to Scotland, yet I believe the banks of

Glasgow have carried it on to a greater extent than any other

banks. This has arisen partly from the more intimate con-

nexion that exists between Glasgow and India, and partly from

the character of Scotch banking. We refer to the practice of

granting bills of exchange to be sent out to India, accompanied

by an undertaking to accept them when presented.

To enable our readers to understand distinctly this branch

of business, we must give a short description of the banking

and commercial operations of India. The business transacted

at each of the Presidencies consists of importing British manu-

factured goods, and exporting the produce of the country,

such as cotton, indigo, &c., &c. Some of the merchants who
are engaged in these operations act also as bankers. They

receive deposits, and allow interest on them, receive dividends

on India stock, and make remittances to England. Their

business in this way was formerly very extensive, but has

recently been much reduced by the establishment of banks

all over the country. One part of the business of. these

mercantile bankers is to advance money on shipments of

goods either to England or to China, taking as security the

bill of lading and the policy of insurance. Here they

often find a powerful competitor in the East India Company

;

and the mercantile interests, in both India and Glasgow,

are desirous of excluding the Company from this kind of

business.§

I cannot better describe the kind of business carried on in

India, than by the following extract from a letter I received

in reply to some inquiries I made on the subject :

—

* Lords' Keport, p. 236. f Ibid. p. 135.

% The following account is retained as being of historical interest.

—

Editor.

§ See the Evidence taken before the Committee of the House of Commons on

Commercial Distress, 1848.
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"One part of business which the houses used to do largely was ad-

vancing on shipments of goods to England and China, and it is still done

by Messrs. .and . The system is :

—

A. ships 10,000^. worth of goods for England, and takes the bills of lading

and policies of insurance to B., who agrees to advance three-fourths of the

value ; the shipping documents are indorsed by A. to B., and A. draws

bills on the consignee of the goods in London for the value, in favour of

B., payable at six months' sight, and directs him to accept the bills when

presented by B.'s London correspondent. As the goods will most probably

arrive in London before the bills faU due, the consignee will take them up

before the due date, and with the bills receive the shipping documents from

B.'s correspondent. Sometimes, however, it may be that A. has no agent in

London, and the goods are therefore consigned to B.'s correspondent, who

is instructed to sell and remit the proceeds by bills, or with the purchase-

money of the Indian goods to buy British manufactured goods, and ship

them consigned to B. Tou will easily perceive what large proiits could

be realized in this wayj as commission is charged on the sale of the Indian

goods and purchase of British, and a high rate of interest on the advance

until it is paid ofi'.

" The East India Company usually get a portion of the money required

for the home expenditure, from India, in this manner. Last month the

Government here gave notice, that in pursuance of instructions from the

Court of Directors, it was proposed to provide a sum of 800,000Z. in India

during the remainder of the official year 1846-7, for the service of the

East India Company in London, by the purchase of bills of exchange to

be secured by the hypothecation of goods. Advances in cash are accord-

ingly made for the purpose by the governments of Bengal, Madras, and

Bombay, at the rate of exchange of 2s. per Company's rupee ; the operation

is exactly the same as I have stated in the former case. A. ships goods,

and on the security of the bills of lading, pohcies of insurance, and his

bills on consignees in London, at six months' sight, receives from the

Government an advance equal to three-fourths of the value of the goods;

the bills, with the shipping documents attached, are sent to the India

House, and in due course accepted by the drawee ; on the arrival of the

goods, the bills are paid, and the goods given up. In the event of the

ship arriving, and the bills not being taken up, the goods are then lodged

in one of the Dock Company's bonded warehouses. If the bills are dis-

honoured at the due date, the goods are sold, to reimburse the East India

Company for the advance ; this, however, is an extreme case, and could

only occur in the event of the bankruptcy of the acceptor.

" With reference to the bills drawn from India, with an engagement on
the part of the drawee to accept, in the margin, these bills are obtained

from a respectable London house, and sent out to this country for nego-

tiation ; but I must have recourse again to my favourite plan of illustrating

by an example. A. having credit with a London house, or if not, lodges

security, and obtains bills, with an engagement in the margin to accept,

and remits them to B., his correspondent in India, for the pui-chase of

produce ; the drawee being well known, the bills obtain a favourable rate

in the market, and B. is enabled to purchase produce, which he ships.
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consigned to .4. in London, who, before the bills fall due, pays them; on
paying the London house commission on 'the amount, the transaction is

concluded.

" There is another system, and you very probably may have seen some
of the bills in the London market. A. a merchant in New York, proposes
to send a ship to China for goods, but unwilhng to have his money locked
up on board ship for so many months, with the additional risk of loss, he
obtains, either on personal or other security, from say Messrs. 's

agent in New York, a letter of credit on the house in London, to honour
the bills of the captain or supercargo of the ship. On the arrival of the

ship in China, the cargo is purchased and paid for by the bills on
Messrs. , London ; the bills are negotiated in China,

with the indorsement of 's agent there ; and as soon as

A. in New York receives advice of the same, he remits the amount to

London, to meet the bills when they fall due. I enclose you a form of one

of these American bills. Sometimes money is sent to India by means of

London bankers' bUls, and I have seen Messrs. 's bills

offered for sale, but being drawn at short dates, they do not obtain such
good rates of exchange as might be expected ; they are seldom used for

commercial purposes, but are taken by offloers of th« civil and military

services, wishing to make remittances to their families at home. I

understand that the Western Bank of Scotland issues bills with an
engagement to accept.

" This operation, as far as an exchange operation, of the banks issning

the bills, would not realise a profit suflioient to cover the risk. Suppose

the London and Westminster Bank sent out to an agent here its bills at

six months' sight, for 20,000/., and that the bills are sold at 2s. per rupee

;

the agent must then remit the rupees (200,000) which he has received,

and even admitting that he could obtain good commercial bills at 2 per

cent, under that rate, it would scarcely pay his commission on the

transaction.

" The usual way in which merchants settle their exchange operations in

Bombay, and I believe it is the same aU over the East, is by sending a

notice to each house, intimating that A. & Co. have 10,OOOZ. to draw for on

England; A. & Co. are called sellers. B. & Co. want to remit 5000Z. to

England, are called luyers, and offer for that amount of A. 6s Co. bills;

G. & Co. are also buyers, and offer for 5000Z. more, so that the whole

transaction is completed ; and unless a bank is prepared to buy up all the

bills offered for sale, at the same or a more favourable rate than a merchant

can offer, it cannot carry on its exchange operations profitably. The
merchants buying and selling among themselves, save all the bankers'

charges. This, I imagine, has been the case in. all countries before the

system of banking operations was clearly understood; and I have no

doubt, but that in a short time we shaU see all exchange 'business done by

the banks."

The Bank of England had their attention called to this sub-

ject, and consequently issued expressly for remittance to India

bank post bills drawn at sixty days' sight. The following
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account of this arrangement is taken from a City Article of the

Times

:

—
"About the year 1836, the bills of the East India flims had been brought

into temporary discredit by some failures which happened at the time, so

that these bills did not find ready purchasers in the Bombay market. It

was conceived, therefore, that a new sort of paper of unquestionable credit

might be introduced into India with advantage, and nothing seemed more
fitted for this purpose than bills made by the Bank of England, and
payable by themselves. A resolution, passed in April, 1836, authorized

the issue of the required paper, and since that time it has been in use.

" The bills so obtained are remitted to India, and have a peculiar ad-

vantage, which is expressed by the condition in the form that the 'firsts'

are to be accepted, and held by the Bank of England. The paper, which
is drawn by a firm in India on London, is generally made payable at 60

days after sight, but the 60 days do not begin to run till after their

acceptance in London. The bank paper, on the contrary, being accepted

at once, and held for the purpose of being delivered to the holders of the
' seconds ' and ' thirds,' the 60 days begin to run from the date, and the

bills are payable immediately on their return to London from India.

This advantage, and the unquestionable credit of the paper, often enable

the holder to dispose of them at a good premium in the India market in

certain states of the exchanges, and thus they become, as it were, an
article of commerce."

[Rules to he observed at the Exchanges of Notes and General Settlements of

Balances hetween the Banks in Edinburgh.

I. There shall be every Tuesday morning an exchange of the notes

collected on the previous Saturday and Monday, and every Thursday
morning an exchange of the notes collected on the previous Tuesday and
Wednesday, and every Saturday morning an exchange of notes collected

on the previous Thursday and Eriday.

In addition to the regular Saturday morning exchanges, there shall

be others on the afternoons of the three Saturdays immediately follow-

ing each of the Term days of "Whitsunday and Martinmas ; and also,

when the Term day faUs upon a Sunday or Monday, on the after-

noon of the immediately preceding Saturday ; and when it faUs upon
a Saturday, on the afternoon of that day. On any other Saturday,
any bank, provided it gives due notice to the other banks before
half-past eleven o'clock on that day, shall be entitled to receive from
them its notes in their hands at the close of that day's business, in
exchange for vouchers to be included in the next general settlement.

This rule shall extend to Glasgow, Paisley, Greenock, and Dundee.

II. Every Tuesday, Thursday, and Monday, there shall be a general
settlement of the balances of the Edinburgh exchanges of Monday, Thurs-
day, and Saturday respectively, which settlements shall include also the
balances of the Edinburgh clearings up to the time of settling. The clear-

ings shall include exchange vouchers issued in Edinburgh, and drafts on
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Edinburgh, received there from other towns (whether granted for the

balances of the regular exchanges, or otherwise), up to the time of

clearing.

in. When Tuesday or Thursday is a holiday, the exchange and general

settlement shall be made on Wednesday or Friday. When Saturday is a

holiday, the exchange shall be made on Friday afternoon. When Monday
is a holiday, the general settlement shall be made on Tuesday.

IV. The meetings for the exchanges and general settlements shall take

place in the Clearing-House at the following hours :

—

On Tuesday at 10 a.m. for exchange, and again at 1'45 p.m. (after

the clearing has been completed) for the general settlement.

On Thursday at 10 a.m. for the exchange, and again at 1'45 p.m.

(after the clearing has been completed) for the general settlement.

On Saturday at 10 a.m. for the exchange.

On Monday at 1-45 p.m. (after the clearing has been completed) for

the general settlement.

The Saturday afternoon " Term exchanges " shall take place in the

Clearing-House at 2 p.m. When the Term day falls on a Saturday,

the afternoon exchange shall take place at such an hour as may be

agreed upon.

The clerks shall be in attendance punctually at the hours stated, ten

minutes after which the doors are to be closed, and the notes or documents

of the banks not represented excluded until next exchange. Such banks

shall, however, retire by granting bills on London in accordance with

Eule VII., the notes or documents brought into the Clearing-House against

them by other banks.

V. The clerks from each bank shall all remain in the Exchange Eoom

until the whole of the notes received by them have been counted, and at

least one clerk from each bank shall remain until the whole of the notes

delivered by that Bank have been counted. In case of a dispute arising

on any occasion as to the amount contained in any parcel of notes received

or delivered by a bank which has infringed this rule, such bank shall, in

the absence of conclusive evidence in its favour, .be held to be in the

wrong.

To prevent any undue delay in counting the notes, each of the banks

shall provide a competent staff for that purpose, to the satisfaction of the

settling bank of the day.

VI. The fiettlements shall be undertaken on Thursdays by the exchange

clerk of the Bank of Scotland, and on Mondays by the exchange clerk of

the Eoyal Bank of Scotland ; but neither bank shall be held to incur any

responsibility in respect of these transactions.

VII. When the balances of the general settlement have been struck, the

settling clerk of the day shall at once enter the particulars in a Eecord

provided for that purpose, and the banks who are debtors in the settle-

ment shall, on the same day before the close of business, send to the

banks who are creditors, a bUl or bills on London for the respective

amounts due. These bills shall be drawn at 5/8 days' date. The banks

drawing them shall bear the expense of the stamp-duty, and shall, on de-
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livering them, pay in cash to the respective banks in whose favour they

are drawn, eight days' interest on the amounts, at the rate of 3 per cent,

per annum.

Vin. In the event of any exchange draft being dishonoured, without

prompt and satisfactory explanation of the cause, the bank issuing such

draft shall be immediately excluded from the Clearing-House, and their

notes shall be refused in future transactions with the public.

IX. When Exchanges are established in provincial towns, the ex-

changeable notes received at the agencies there must wait for the return

of the next local exchange day ; and must, under no pretext, be forwarded

to meet the exchanges in Edinburgh, or at the other agencies.

X. It is further understood and agreed, in consideration of the circula-

tion of each bank (other than what may be issued against gold and silver

coin) being fixed and Umited by the Act 8 and 9 Vict., cap. 38, that the

banks shall bring to the Exchange room regularly, at their head offices

and agencies, all the exchangeable notes which they receive ; and that

under no circumstances shall any of the subscribing banks issue the notes

of another bank of issue in Scotland, without permission first asked and

obtained.

XI. The vouchers of the Glasgow and Leith Exchanges shall be con-

veyed by special messengers from the different branches there, ia rotation

;

and the letters containing the vouchers shall be delivered by the messen-

gers personally at the banks to which they are addressed in Edinburgh.
XII. The record of the general settlements shall be open for the inspec-

tion of any of the subscribing banks, at such times as may be convenient.

XIII. Any of the parties to this agreement shall be entitled to with-

draw from it on giving three months' notice.

Eor the Bank of Scotland, D. Davidson, Treasurer.

For the Eotal Bank of Scotland, Laue. Eobeetson, Cashier.

For the British Linen Company, Bateick Brodie, Manager.

For the Commeecial Bank of Scotland, A. K. Mackenzie, Manager.
For the National Bank of Scotland, W. J. Duncan, Manager.
For the Union Bank of Scotland, Saml. Hay, Manager.

For the Clydesdale Banking Company, Ja. Gbebnhill, Manager,
Edinburgh.

For the City op Glasgow Bank, W, Bain, Manager, Edinburgh.

Edinburgh, January, 1867.

KoTE.—A Clearing House was established in Edinburgh, Glasgow, and
Dundee, some years ago, for tlie daily exchange of cheques and vouchers, the
balances of which are treated in the same manner as the balances of the exchange
of notes, and are carried forward and settled at the same time by means of drafts

on London at 5/8 days' date.]
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SECTION VI.

THE IRISH BANKS.

The last Act of Parliament for regulating banks in Ireland is

the 8 & 9 Vict. cap. 37, passed in the year 184:5.

This Act recites that by the Act 21 & 22 Geo. III. an Act

was passed for establishing a bank by the name of the Go-

Yernor and Company of the Bank of Ireland ; and which pro-

hibited any other company consisting of more than six persons

to issue .notes payable on demand or within any time less than

six months. That by the Act 1 & 2 Geo. IV. cap. 72, other

companies consisting of more than six partners might issue

notes payable on demand, at a greater distance than fifty miles

(Irish) from London. And that by 6 Geo. IV. cap. 42, and

1 Wm. IV. cap. 32, such co-partnerships of bankers might trans-

act certain matters of business by agents in Dublin, including

the payment though not the issue of notes.

The Act farther recites that the Bank of Ireland had at va-

rious times advanced for the public service the several sums of

600,000?., 500,000?., and 1,250,000?., late Irish currency ; and

that by the 48 Geo. III. cap. 103, the charter of the Bank of

Ireland was extended to the 1st day of January, 1837—upon

twelve months' notice to be published in the Dublin Gazette,

and after the repayment of the above-mentioned sums. And
that by the Act 1 & 2 Geo. IV. cap. 72, the Bank of Ireland

had agreed to advance a farther sum of 500,000?., and the bank

was empowered to enlarge their capital to 3,000,000?. ; making

the total advances 2,850,000?., late Irish currency, equal to

2,630,7691. 4s. 8d. sterling money of the United Kingdom of

Great Britain and Ireland ; on which by the Act 3 & 4 Vict. c.

75, the bank received an annuity from the Government of

115,384?. 12s. M. sterling, payable on the 5th of January and

5th of July in each year, redeemable upon six months' notice,

to be given after January 1st, 1841, and after payment of the

abovementioned sums. '

The Act farther recites, that the above annuity of 115,384?.

12s. 4d has, with the consent of the said governor and company,

been reduced to 92,076?. 18s. 5d., being at the rate of 3^ per

cent, per annum on the capital sum of 2,630,769?. 4s. 8d., which

capital sum shall not be repaid until the expiration of six
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months' notice, to be given after January 1st, 1855 ; and that,

during such term; the said governor and company shall manage

the public dfebt free of all charge. The company is to continue

a corporation, for the purpose of carrying on the business of

banking, but not to have any exclusive privileges. The charter

to continue until the expiration of twelve months' notice to be

given and published in the BMin Gazette, after January Ist,

1855, and upon repayment of the sums due from the Govern-

ment to the bank.

The Act removes, from the 6th day of December, 1845, all

restrictions upon banks having more than six partners issuing

notes and carrying on business in Dublin and within fifty

miles thereof. But no banker shall issue any larger amount of

notes than the average amount he had in circulation during

the year ending the 1st day of May, 1845 (which amount shall

be certified by the Commissioners of Stamps), and the amount

of gold and silver coin he may have in his hands, in the

proportion of not more than one-fourth of silver to that of

gold.

In case two banks should unite, the new bank to have the

power of issue to the amount of both the united banks. Any
bank may arrange with the Bank of Ireland to give up its issue,

and in that case the Bank of Ireland may increase its issue to

that amount. But the bank that thus contracts shall not after-

wards resume its issue. All notes for a fractional part of a

pound are prohibited. Each bank issuing notes is required to send

to the Stamp Office weekly returns, stating the amount of notes

in circulation on each Saturday, distinguishing those below 5?.

;

and also the amount of gold and silver coin held at each of the

head offices or four principal places of issue in Ireland. And
from these returns the Commissioners of Stamps and Taxes shall

make a monthly return, which shall be published in the Dublin

Gazette. This monthly average must not exceed the amount
certified by the commissioners and the amount of gold and

silver on hand.

. All banks are required to send a list of their shareholders to

the Stamp Office every year, between the 1st and the 15th of

January, to be published in the Dublin Gazette before the 1st

day of the succeeding Mai-ch. All banks, whether they issue

notes or not, are entitled to sue and be sued in the name of

theit public registered officer.
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Upon the Act of 1845, for the regulation of Banks in Ireland,

we may observe :

—

1. The authorized issue is like that of the banks of Scotland,

the average amount of the year ending on the 1st day of May,
1845.

2. If any two banks unite, the new bank may issue to the

amount of the circulation of both the united banks. Here the

law is the same as that of Scotland, but different from that of

England.

3. If any bank gives up its issue, and agrees to issue Bank of

Ireland notes, the Bank of Ireland may increase her authorized

issue to the full amount of the issue of the bank whose notes

are withdrawn. In England, the Bank of England can, in a

similar case, issue only to the extent of two-thirds of the issue

of the bank whose notes are withdrawn. There is no similar

provision in the Act referring to Scotland.

4. Another difference may be noticed between Ireland and

Scotland. AH the notes issued at the branch banks in Scotland

are payable only at the head office of the bank that issued them.

In Ireland, by the Act 9 Geo. IV. c. 81, all notes must bear to

be payable at the place or places where they have been issued

or reissued. Hence the banks in Ireland must keep some gold

at every branch, while the banks in Scotland need not have

any gold except at the head ofSce. In both countries, the banks

must hold a stock of gold equal to the amount of notes in circu-

lation beyond the authorized issue ; and, according to the Act,

this gold must be at the head office, or chief places of issue.

The gold held at the branches, however necessary for business

purposes, is not taken into account in the returns to the Stamp

Office. The banks, indeed, return the whole amount of the

gold in their possession ; and it is this which is published in the

newspapers. But the amount held against the excess of author-

ized issue must be held at the chief office, or at four chief places

of issue. In the Provincial Bank of Ireland these places are

Cork, Limerick, Dublin, and Belfast.

The banking institutions of Ireland are the Bank of Ireland,

which is a chartered bank, like the Bank of England. It is the

Government bank. It issues notes, and has branches in the

principal towns throughout Ireland, It has now no exclusive

privileges.

The Provincial Bank of Ireland, and the National Bank.
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These are joint-stock banks that issue notes, and have numerous

branches. These two banks are governed by boards of directors,

who meet in London.

The Hibernian Bank, and the Koyal Bank of Ireland. These

are joint-stock banks, that do not issue notes. The former has

fifteen Country Branches and the latter a Branch at Kingstown.

The private banks of Messrs. Ball & Co., and Messrs. Boyle,

Low, Murray, & Co.

There are three joint-stock banks at Belfast, all of which issue

notes and have branches. They are the Northern Bank, the

Belfast Bank, and the Ulster Bank.

At Cork the Munster Bank, Limited, was established in 1865,

and has now numerous branches chiefly in the South. Its Paid-

up Capital is £175,000.

The Bank of Ireland.—In tracing the history of banking we

may observe that most public banks have been formed, in the

first instance, under the protection of the Government of the

state in which they were established. Such was the case with

the Banks of Venice, Genoa, and Amsterdam ; and such, too,

was the case with the Banks of England, of Scotland, and of

Ireland. The former were closely connected with the state,

and may properly be called " State Banks ;" the latter had pe-

culiar privileges bestowed by charter, and are usually called

" Chartered Banks." These privileges may be divided into two
classes, those which refer to the proprietors themselves, and those

which refer to other parties. The privileges of the first class

relate to the amount of capital, the form of Government, the

number of the directors, and the mode of their nomination, the

meeting of the proprietors, and the specification of the branches

of business the bank are allowed to carry on. The privileges

of the second class refer to the restricted liability of the share-

holders, and the prohibition of other parties carrying on the
same business.

If the charters granted to banking companies conferred only
the first class of privileges, they would be liable to but little ob-

jection. In the infancy of commerce and of banking, the assist-

ance of the Government may with propriety be granted to

encourage the formation of institutions so eminently calculated

to promote the public advantage. But of what avail are pro-

hibitory clauses? If no other persons are disposed to form
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similar institutioDs, then those prohibitions are a nullity. But
if other parties are disposed to form similar companies, without

the assistance of the Government, then why should the Govern-

ment interfere at all? Why should they grant a charter to

effect an object which can be effected without their assistance ?

In the charter first granted to the Bank of England in 1694,

there was no prohibitory clause. But when the charter was

renewed in 1708, it was enacted that no other company formed

oi more than six persons should carry on the business of bank-

ing in England. The charter granted to the Bank of Scotland,

in 1695, contained the following prohibition :
—" That for the

period of twenty-one years from the 17th of July, 1695, it should

not be lawful for any other persons to set up a distinct company
or bank within the kingdom of Scotland." This privilege was

not renewed after the expiration of the twenty-one years ; and

in the year 1727 a charter, without any prohibitions, was also

granted to the Eoyal Bank of Scotland. In the year 1746 the

British Linen Company was formed, and carried on the business

of banking as a joint-stock company. Subsequently this bank

also obtained a charter, but without any exclusive privilege.

Hence Scotland has had the advantage of chartered banks, and

joint-stock banks, and private banks, all working well together,

without producing those effects which in this country have

followed the prohibitory clauses of the charter of the Bank of

England.

Both in its constitution and government the Bank of Ireland

closely imitated the Bank of England ; and it has produced in

Ireland most of the advantages and evils which that establish-

ment has produced in this country. It has supplied the country

with a currency of undoubted solidity ; it has supported public

credit, it has granted facilities to trade, and it has assisted the

financial operations of the Government. On the other hand, its

prohibitory clauses necessarily led to the formation ofmany pri-

vate banks, whose failure was the cause of immense wretchedness

to all classes of the population.

The charter of the Bank of Ireland contained a clause which

prevented more than six persons forming themselves into a com-

pany to carry on the business of banking in Ireland. In the

year 1824, they surrendered this exclusive privilege, as far as

regards those places which are situated at a greater distance

than fifty Irish, miles from Dublin; and in 1826, the Bank of
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England made a similar surrender, with regard to places at a

greater distance than sixty-five miles from London. As eleven

Irish miles are equal to fourteen English miles, fifty Irish miles

are equal to about sixty-five English miles. But it must be

observed, that Dublin is situated on the sea-coast, therefore, the

Bank of Ireland had only the monopoly of a semicircle, whose

radius is fifty Irish miles. But London being situated inland,

the Bank of England had the monopoly of a whole circle of 130

English miles in diameter.

The Bank of Ireland was established by an Act of Parliament

passed in 1782, 21 and 22 Geo. III. cap. 16. The following

are the provisions of this Act :

—

The capital was 600,000?., which was lent to Government at

4 per cent. No one person was permitted to subscribe more
than 10,000?. If the bank incurred debts to a greater amount
than their capitaly the subscribers were answerable in their pri-

vate capacity to the creditors in proportion to their subscrip-

tions. The bank were not either to borrow or to lend money
at a higher interest than 5 per cent., nor to engage in any busi-

ness but banking. The stock to be transferable and deemed
personal estate, and as such to go to the executors of the holders,

and not to their heirs. No transfer of bank stock to be valid,

unless registered in the bank books in seven days from the con-

tract, and actually transferred in fourteen days ; the charter to

expire at twelve months' notice after the 1st day of Januai-y,

1794, and repayment of all sums due by the Government to the

bank.

The charter is dated May 15, 1783, and contains as follows:

—Such persons as should subscribe before January 1, 1784, the

sum of 600,000?., were to be formed into a corporation, to be
styled the Governor and Company of the Bank of Ireland. The
corporation were to have a governor, deputy-governor, and fifteen

directors; which governor, deputy-governor, and directors, or

any eight or more of them, shall be called a Court of Directors,

for the management of the affairs of the corporation.

Fifteen directors shall be chosen annually, between March 25
and April 25 in each year, and not above two-thirds of the di-

rectors of the preceding year to be re-elected.

The notice for the meeting of general courts of proprietors to

be affixed upon the Eoyal Exchange in Dublin at least two days
before the time of meeting. The qualification for a voter at a
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general court shall be 500Z. stock, to be held for six months
preceding, unless it came by will, marriage, &c. The qualifi-

cation for governor shall be 4,OO0Z. stock, and for deputy-governor

3,000?., and for director 2,000?.

No dividend shall at any time be made by the said governor

and company, save only out of the interest, profit, or produce,

arising by or out of the said capital, stock, or fund, or by such

dealing, buying, or selling, as is allowed by the said Act of

Parliament; nor without the consent of the members of the

said corporation, in a general court qualified to vote as afore-

said.

The governor, or deputy-governor, shall summon four general

courts at least in every year. One in the month of September,

one in December, one in April, and another in July.

The governor or deputy-governor shall also summon a general

court, whenever requested to do so by nine members, each hold-

ing 500?. stock.

If governor and deputy-governor be absent one hour after the

usual time of proceeding, at any general court or court of di-

rectors, a chairman shall be chosen for that time only, who
shall have like privileges as the governor or deputy-governor.

Governor, deputy-governor, or chairman, not to vote in general

courts, or court of directors, save when there shall happen to be

an equal number of votes on each side.

The Bank of Ireland commenced business at St. Mary's

Abbey, June 25, 1783. After the Union, its ofSce was removed

to the Parliament House.

In the year 1821, the capital of the Bank of Ireland was in-

creased from 2,500,000?. to 3,000,000?. Irish currency. The

additional sum of 500,000?. was taken from the bank's surplus

fund and lent to the Government at 4 per cent., to be repaid

by the Jst January, 1838. The increased capital was divided

among the proprietors, at the rate of 20?. for every 100?. they

possessed. In consideration of this increase of capital, the bank

consented to a clause in this Act, whereby persons iu partner-

ship, residing fifty miles from Dublin, might carry on the busi-

ness of banking, although such partnership might consist of

more than six partners ; but that such partnership should pos-

sess no other privilege than being allowed to sue and be sued

in the name of a public officer, should Parliament hereafter

think fit to grant such a power. This privilege was of little

2 M
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practical use, for, according to the construction put upon the

Act, it required that all the partners in these banks should

reside in Ireland.

In this year an Act was passed (5 Geo. IV. cap. 73), " to re-

lieve bankers in Ireland from certain restraints imposed by the

provisions of the 29 Geo II., and to render all and each of the

members of certain co-partnerships of bankers, which may be

established, liable to the engagements of such co-partnerships,

and to enable such co-partnerships to sue and be sued in the

name of thejr public officer."

Those clauses in the former Act that required the names of

all the partners to be subscribed to the notes, and which pro-

hibited bankers being traders, are by this Act repealed. Banking

partnerships exceeding six persons, and carrying on business at

any place beyond fifty miles from Dublin, shall be registered at

the Stamp Office, Dublin ; and also the names of the public

officers in whose names such partnerships sue and are sued.

The names of those public officers were also required to be sub-

scribed to aU notes and receipts issued by the company. Judg-

ments against the public officers to operate as judgment against

the partnership, and execution upon judgment may be issued

against any member of the society, and the public officer to be

saved harmless.

In the year 1825 was passed the " Act for the better regula-

tion of co-partnerships of certain bankers in Ireland." It was

obtained by the directors of the Provincial Bank of Ireland, as

the Acts previously granted did not furnish the facilities which

the Provincial Bank required for the beneficial exercise of its

operations. It confirmed the permission granted by former

Acts to establish joint-stock banks at a greater distance than

fifty miles from Dublin, and permitted persons resident in

Great Britain to become shareholders in such banks. The
banks were required to register at the Stamp Office in Dublin

an account of the names of the firms, the several partners

therein, and the public officers thereof. The partnerships

shall sue and be sued in the name of their public officers.

Parties obtaining judgments in Ireland may authorize the

acknowledgment of like judgment in Great Britain; and,

in like manner, parties obtaining judgment in Great Britain,

may proceed thereon in Ireland. Judgments against public

officer shall operate against the society, and execution upon
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judgment may be issued against any member of the co-partner-

ship. All transfer of shares must be registered at the Stamp
OfSce.

In this year, too, an Act of Parliament was passed to assi-

milate the currency of Ireland to that of England. It is entitled,

"An Act to provide for the assimilation of the currency and
monies of account throughout the United Kingdom of Great

Britain and Ireland." (6 Geo. IV. cap. 79.) The Act recites,

that the pound sterling in Great Britain and Ireland respec-

tively is divided into twenty shillings, and the shillings into

twelve pence ; but the silver coin which represents a shilling in

Great Britain is paid and accepted in Ireland for thirteen pence,

aud the pound sterling of Great Britain is, at the par of ex-

change, paid and accepted for one pound one shilling and eight-

pence of the currency of Ireland ; and that great complexity of

accounts, and other inconveniences, arise from the said difference

of currencies. It then enacts, that the currency of Great Britain

shall be the currency of the United Kingdom, and all receipts,

payments, contracts, and dealings, shall be made in such cur-

rency. And all contracts, debts, &c., made or contracted pre-

vious to the commencement of this Act, shall be carried into

effect, and satisfied by payment in British currency of 12-13ths

of the amount according to Irish currency. All duties and

public revenues, and all funds and public debts shall be esti-

mated in British currency, and the accounts thereof kept

accordingly. After a day to be named by proclamation, British

silver and gold coins shall be current in Ireland at the same

rate of pence as iu Great Britain. On the like proclamation,

Irish copper coin shall be brought into the Bank of Ireland,

and exchanged there for British copper coin, at the rate of

twelve pence British for thirteen pence Irish, and the Irish

copper coin shall cease to circulate. Bankers' notes shall be

made payable in British currency. No notes payable in Irish

currency shall be reissued after the commencement of this Act,

under a penalty of 50?. for each offence. Bankers may deliver

into the Stamp Office reissuable notes, payable in Irish cur-

rency, and receive in lieu thereof new stamps to the whole

amount of the stamps delivered up, if dated within one year

previous, or three-fourths if within two years, and one-half if

within three years. This Act came into operation on the 5th

day of January, 1826.

2 M 2
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Very ample returns* of the state of the Bank of Ireland

are published in the Appendix attached to the Eeports of the

Parliamentary Committees.

Ths Provincial Bank of Ireland.—Public banks may be

divided into three classes :—first, Chartered Banks, those which

have received a charter from the crown ; secondly. Joint-stock

Banks, formed under the common law ; and thirdly. Joint-stock

Banks, formed under the statute law.

The common law of England allowed any number of persons

to form themselves into a partnership to carry on banking. At
the same time it presented this inconvenience in the formation

of such partnerships—in all actions at law it was necessary to

state the names of all the individuals who composed the com-

pany. Another inconvenience of partnerships formed under the

common law was, that all the partners were answerable for the

debts of the company to the full extent of their property, not

only while they were partners, but after they had ceased to be

partners, as far as regards any transactions that took place

during the continuance of their partnership. The banks avoided

these inconveniences, in the first place, by conducting their

business in the names of trustees, in the same way as some of

the insurance companies ; and in the second place, by inserting

a clause in the deed of settlement, that in case the bank should

lose one-third or one-fourth the amount of its paid-up capital,

it should immediately be dissolved.

The statutes of 6 Geo. IV. c. 42, with reference to Ireland,

and 7 Geo. IV. c. 46, with reference to England, not only

repealed those Acts of Parliament which prohibited the forma-

tion of banking companies having more than six partners, but

they also removed the inconveniences of the common law. It

was enacted, that it should no longer be necessary, in legal

actions, that the names of all the partners should be placed

upon the record ; but that the company should register at the

Stamp Office ths name of some one person in whose name they

wished to sue and be sued. Any party who had a disputed

claim upon the company must sue this public officer, and when
he had obtained a verdict in his favour, he might issue judg-

ment against all the partners, in the same way as though he

* The Bank of Ireland, like the other banks of issue in Ireland, has since

the year 1845 made weekly returns of its issues, and the average amount is

published in the monthly Dublin Gazette.
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had obtained a verdict against them all. And that he might
have no difficulty in ascertaining who were or were not partners,

it was required that the names of all the partners should be
annually registered at the Stamp Office. The statute law also

obviated the second inconvenience of the common law, by
enacting that every partner, as soon as he had transferred his

share, should be released from all liability as to the subsequent

acts of the company, and at the end of three years he was no

longer liable for any acts that took place even at the time he

was a partner.

The Provincial Bank of Ireland was formed under the statute

6 Geo. IV. c. 42. Few banks have, in so short a time, advanced

to so high a degree of prosperity. The circumstances of Ire-

land at that period were friendly to the growth of such an

establishment. The recent abolition of the union duties, and

the introduction of steamboats, had given a stimulus to the

trade between the two countries, while nearly all the banks

in the south of Ireland had been swept as by a whirl-

wind from the face of the land. The operations of the bank
were also facilitated by the assimilation of the currency, and

the measures taken by the Government and the Bank of Ire-

land to prevent those fluctuations in the exchanges which had

previously existed. But the prosperity of this bank must be

attributed chiefly to the wisdom and prudence manifested in its

constitution and in its subsequent government. The capital

was raised chiefly in England, and London was, consequently,

made the seat of government. The board of directors was com-

posed of merchants and statesmen, and the latter were taken

from the leading men of the two parties into which Ireland was

then divided. The local government of the respective branches

in Ireland was compcssed of directors possessing local knowledge

and influence, and of managers selected for their experience in

banking, and the manager had a veto upon the decision of the

board. An inspector was appointed to visit the branches, and

to report to the London office.

At the same time, the bank had considerable difficulties to

contend against. Property in Ireland was considered insecure

;

political and religious feelings often interfered with matters of

business ; the habits of the people were not commercial ; and

the country had suffered so severely from private banking, that

confidence was not easily acquired for a new company, the



534 Provincial Bank of Ireland.

members and constitution of which were but imperfectly known.

Before these difficulties had been completely overcome, the

bank became involved in a competition with branches of the

Bank of Ireland, and exposed to sudden demands for gold

arising out of political events.

The object of the bank was thus stated :

—

" The bank to have a capital of 2,000,0002., if necessary, subscribed in

shares of lOOZ. each. To have a board of directors in London, and estab-

lishments for business in the principal towns of Ireland which are distant

above fifty miles from Dublin. At each of these places, a part of its stock

to be subscribed, and from the stockholders a local board of directors to be

chosen. The establishments to be managed by steady experienced persons

sent from England, with the advice and under the inspection of the local

directors, but subject to the entire control of the London board, to whom
accounts shall be regularly transmitted."

The 11th Annual Eeport (May, 1836), in allusion to Banking

in Ireland at the period of its formation, says :

—

" To show the progress of competition, it may be sufficient to state, that

prior to 1825, when the Act 6 Geo. IV. o. 42 was passed, under which the

Provincial Bank was estabUshed, the Bank of Ireland had no estabUshment

out of Dublin.
" That in DubUn itself there were only four more, and these private

banks ; and that in all Ireland besides there were no other than private

banks, and these only in Belfast, Cork, "Wexford, and Mallow.
" From 1825 to 1834 banking offices in the chief cities and towns of

Ireland had been gradually established by the Provincial Bank, the Bank
of Ireland, the Northern and the Belfast Banks, to the number of about

fifty ; while, within the short space of the last two years, the offices of

joint-stock banks having resident managers or agents beyond fifty miles

from Dublin, added to the branches of the Bank of Ireland, have increased

to upwards of 120, and appear to be daily augmentiag in number. Besides

which, there are a great variety of stations attended on market-days by

non-resident agents, on behalf of one or ot^pi; of such banks ; and, in

addition to all these, several establishments on a large scale have been

lately announced in Dublin as in connexion with some of the joint-stock

banks most recently formed in the provinces.

"The directors cannot, however, regard this unexampled rapidity of

increase in the number of banks as a certain indication of prosperity.

Amidst the excitement arising out of this state of things, they have con-

sidered it to be their duty to impress upon aU their local directors and
managers the necessity of increased caution and vigilance, and to warn
them of the extreme danger of entering upon a race of competition, in

which those who engage in it are too apt to overlook what is essential to

thek own safety."

There is no joint-stock bank of whose rise and progress we
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have a more detailed account than the Provincial Bank of

Ireland. This account is furnished to us in the evidence given

to a Committee of the House of Commons by the late secretary,

Mr. James Marshall.* We recommend the following quotations

to the especial consideration of students in practical banking, as

showing most minutely the various steps by which prosperity is

obtained by banking institutions.

1.

—

The Constitution of the Provincial Banh of Ireland.

" Can yoTi explain to the committee the constitution of the Provincial

Bank ?—I can. I may make reference to the annual reports of the in-

stitution, of which, I understand, that copies were furnished to this com-

mittee. A report is made to the proprietors on the third Thursday of May
in each year.

"By whom is that report prepared?—By a special committee.

" A committee of the board of directors?—A committee of the board of

directors, whom it is my duty to attend on such occasions, and to be their

organ in acting as the clerk of that committee.

"When that sub-committee has prepared the report, what further

step is then taken ?—It is submitted then to the general court of directors.

" Is it examined by them?—By the general court; it is laid before them,

and every part of it is explained to them ; and they have it in their power

to examine any part, to refer instantly to the books, or the source from

which it is drawn. The committee in making it up go very minutely to

work, and examine very particularly.

" Then are the committee to understand, that before the report is laid

before the proprietors, that report is first submitted to a select conunittee,

reported by them to the general court, and approved of by the general

court ?—It is ; it is, in the first instance, signed by the chairman of the

committee when presented to the general court.

" When laid before the proprietors, is it laid before the proprietors on the

responsibility of the court of directors ?—Completely so.

" Just confine yoxirself at present to the constitution of the bank.

—

It may be here proper to state, for the information of the proprietors,

the regulations which have been adopted, in the first place, for conducting

business 'in a proper manner at the branches ; and, secondly, for the control

* Mr. James Marshall was the accountant of the Provincial Bank of Ireland

at its commencement, and in the year 1826 succeeded Mi-. Thomas Joplin in

the office of secretary. He retired in 1845, upon a pension of 1,OOOZ. a-year.

The chairman stated to the General Meeting in 1846, that Mr. Marshall's

salary was 1,200Z. a-year, but as 200i. a-year was regarded as an equivalent for

a house, the Du-ectors considered he had retired upon full pp,y. The officers

of the Bank subscribed to have his likeness taken, and an engraving was pre-

sented to each subscriber. After his retirement he became an auditor of an

insurance office, and a director of the Oriental Bank. In the latter capacity he

paid a visit to Bombay in the year 1847. He died in London ou the 14th day

of January, 1852.
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and superintendence which are exercised over them by the directors in

London. First, as to the branches. For the due management of the

business at each a suitable house has been obtained, and the following

officers have been provided ; viz., manager, accountant, teller, clerk, porter,

all of whom find security for their fidelity. "Where the scale of business

requires it, the number of the inferior officers is increased, but there are

only two principal officers at any branch, viz., manager and accountant;

and for securing more effectually the proper discharge of the duties of all,

and assisting the manager with advice and information, there has been

appointed at each station a board of local directors, consisting, according

to circumstances, of three, four, or five gentlemen of the first respectability

in the place, who, in order to be eligible, must themselves have an interest

in the establishment, by holding ten shares each of its stock. The duty

of these gentlemen is to meet daily at a given hour at the bank's office,

and, along with the manager, to judge of bills presented for discount, and

of aU applications for credits. For every act of business of this nature it

is necessary that two local directors and the manager be present ; and it is

provided, that where applications for discounts or credits exceed, in

individual cases, a certain fixed amount, or when the manager differs in

opinion from the majority of the local board, the matter must be submitted

to the decision of the court of directors in London. It is further the duty

of the local directors to compare daily the vouchers vrith the entries in

the cash-book, to count, at stated intervals, the cash in charge of the

manager, and to certify the returns made periodically from the branch to

London.

"Are the committee then to understand distinctly that the local

directors, in the case in which the manager, who is the head officer of the

society, differs with them, although he may differ singly, are bound to

refer those cases to the London board before any decision is come to ?—In

every case.

"In another contingency it would appear, that where the pecuniary

transactions in question exceeded a given amount, that, too, although the

board might be unanimous, is brought under the consideration of the

London board of directors ?—It is.

" What does that sum generally amount to ? Is it a fixed sum, or does

it vary according to the circumstances of the different branches ?—It has

varied according to circumstances ; but, generally speaking, from 3002. to

500Z. is considered the extent to which anything in the shape of a credit,

other than the discount of a mercantile bill, would go."

2.

—

The Selection of Officers.

" Be so good as to explain to the committee what steps were taken by
the Provincial Bank of Ireland in the selection of their various paid

officers at the branches?—I believe that is detailed in this said report.

The selection of officers in particular was a matter of paramount import-

ance, both on account of* the great number required to fill the intended
situations in Ireland, and the necessity there was to scrutinize their

qualifications as to character and ability. Communications were made on
this subject with various gentlemen in different parts of the country,
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from whom it was expected the best information could be obtained. The
prospectus of the society haying set out with the resolution that the

business should be conducted on the principles which had been so long

and so successfully acted upon in Scotland, it seemed desirable to obtain

from that country persons trained up in banks there, provided their

qualifications in other respects were such as to recommend them. With
this view, the secretary (that was not myself at the time) was sent

down to Edinburgh in February, for the purpose of making inquiries
;

and notice having been given in the public papers that persons were

wanted to fill situations in the projected establishments in Ireland, a

gentleman in the above city was employed to receive applications and to

institute the most minute and scrupulous inquiries regarding the character

and qualification of those who should apply. Another gentleman from

the same city was also engaged to proceed to London, to assist the

directors in the formation and prosecution of a plan for conducting the

business, when they should be ready to commence it in Ireland (that

alludes to myself). The extensive correspondence which the apphcations

and inquiries, produced by the measures above mentioned, necessarily

occasioned, occupied the attention of the directors very closely, and for

a considerable length of time, and the result has been that the services of

a number of most valuable oflSoers have been secured to the society.

"But at that period was there a greater facility in procuring the

services of gentlemen more particularly who had experience in the Scotch

banking than there would be subsequently, when there was a more active

competition in the establishment of banks ?—No doubt of it.

" What description of security were these officers required to give ?

—

Unexceptionable personal security ; two persons, at least, generally were

joined in a bond for the fidelity of the officer.

" Was there any fixed proportion between the amount of the security

required and of the salary paid, or the duties to be performed?—The

amount had respect to the duties to be performed rather than to the salary.

"What was the general security that was taken by bond for the

fidelity of these officers?—The lowest clerk was l.OOOZ. ; the highest

10,0002., for a manager at the largest branch.

"And that has been enforced by the Provincial Bank with respect to its

officers ?—The amount of 10,000Z. has not been required, as we have prac-

tically found 5,000Z. to be a more commandable sum ; I would say, within

the reach of the description of parties who are aspirants to these offices.

" Now, with respect to the local directors, how were they selected ?

—

It is mentioned here that there should be selected three, four, or five

gentlemen of the first respectability in the place, of commercial know-

ledge, whenever those could be obtained ; if having had that commercial

knowledge, and being disengaged from business, they were considered as

so much the more ehgible.

"But in the selection of local directors, so far from excluding persons

by reason of their having commercial or bankmg knowledge, are the com-

mittee to understand that such parties were preferred ?—Where they had

it, and were not understood to be in a situation to require banking

accommodation for themselves.
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" You have stated that the local directors were required to take ten

shares each, at the least?—Yes.
" Will you have the goodness to state what the reason was that they

were required to take those shares?—In order that they might have

a greater interest in the establishment ; feel a personal interest. I must

say we have not, in every instance, been able to get gentlemen of that

description. We have, in some instances, appointed gentlemen who,

from various causes, declined to become shareholders ; at least, we have

elected gentlemen to be local directors without requiring the fulfilment

of that condition. There are some instances at present of gentlemen who

are so ; but no doubts regarding the solvency of the bank ever deterred

any of them."

3.

—

The Choice of Directors.

" Now tell us how they are appointed ?—The directors in London

were, of course, originally appointed by the gentlemen who associated

together for the purpose of forming this establishment ; and they con-

tinued, with the approbation of the meeting, until a certain time, when,

by the deed of settlement which was afterwards prepared, four were to go

out every year.

"In the vacancy of the four, who appoints their successors?—The
proprietors generally ; the general meeting of proprietors.

" Are they re-eUgible ?—They are declared by the deed of settlement

to be re-eligible.

"Are they recommended to the court of proprietors by the court

of directors?—They are; they have been virtually so: and I beg to

refer to one of the annual reports, which gives an explanation upon that

point. It is in the report made the 17th of May, 1827, in which it is

stated :
' The directors have now to advert to a circumstance of some

importance as connected with the constitution of the society. By the

deed of settlement, the number of directors was limited to twenty.

Since the completion of the deed, that number has been reduced by
death or resignations to sixteen; and the directors having found by
experience that the latter number is quite sufficient to insure a due
attendance for the efficient management of the business of the establish-

ment, have not thought it necessary to enforce the terms of the deed by
proposing the election of new members ; and they think themselves now
justified, by past experience, in unanimously recommending to the court

of proprietors to limit the number of directors for the ensuing year to

sixteen. The directors may add, that this arrangement wiU be attended
with a considerable saving of expense ; and, in conclusion, they beg to

state to the proprietors an opinion in which they also unanimously concur,

viz., that in future elections, it will greatly conduce to the harmony and
cordiality which it is so desirable should prevail amongst the directors

themselves, as well as to the good management of the bank's affairs, if a
recommendation shall be made by them to the proprietors in favour of

those candidates whom, after due inquiry, they shall iind to be the best

qualified to fill the situation.'

"Have those recommendations been generally complied with by the

proprietors ?— Always.
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"Uniformly, without exception?—Uniformly; it has uniformly been

acquiesced in. Two or three candidates had upon more than one occasion

started, but when the matter was explained to them, they have uniformly

acquiesced in it. It is necessary to state, to complete this, that the

recommendation to limit the number of directors to sixteen was afterwards

the subject of a special provision by an additional deed of the proprietors

;

therefore the number cannot be extended beyond sixteen without altering

the deed.
,

" Are the directors paid for their attendance ?—They are.

" What is the amount of payment which they receive ?—It is so regu-

lated that no director can receive above 2501. a year, the director in

London, I mean, were he attending at every possible meeting that he

could.

" Is the payment an annual payment, or proportionate to the attend-

ances?—Proportionate to the attendances, ascertained every quarter.

" According to the number of attendances, so the parties are paid ?

—

Yes, according to the attendances.
" Was that sanctioned by the proprietors and by the society ?— The

deed of settlement contains a provision allowing the directors to take the

sum of 5,000?. as remuneration."

4.

—

The Daily Committee.

" WiU you state how they transact their business ?—By meeting daily

in committee (a general committee), which is open to all to attend ; but

iu order to be a quorum there must be three present ; and by a weekly

court, held each Friday, at which all ought to be present.

" Is there a record iu writing of all the directions and the acts of that

special committee ?—There is.

" Are each of those acts brought under the examination and review

of the general court on Friday ?—At the weekly court they are ; the

minutes are read over.

" Is the question put upon the confii-mation of those minutes, or is it

open to the general court to vary or alter them?—The question is

specially put by the chairman of the weekly court, whether it is the

pleasure of that court to confirm the minutes of the past week which

have been read.

" Have you known instances in the management of the bank in which

there have been any variations upon the proceedings of the committee

proposed by the general court, so as to show that it is an active as well

as a theoretical superintendence ?—I have seen instances where the

subject has been brought under revision, and which has produced an

alteration of the resolution of the conmaittee.

" Having now explained to the committee the formation of your local

administration at the branches, and your general administration in

London, will you state what the course of proceeding is, to insure to the

court in London a knowledge of that which takes place at the different

branches ?—I read from the report already referred to :
' Regular advices

of the proceedings at the branches are transmitted by the managers to

London by post every second or third day, according to circumstances

;
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and at the end of each week a complete statement of the whole trans-

actions is made up, and forwarded by the mail-coach. These returns

are first examined by the officers of the London establishment, and then

submitted to the directors. For giving the necessary orders arising

out of these communications, for judging of all matters referred to

them from the branches, for disposing of the bank's funds in London

and Dublin, and for the discharge of all other duties implied in the

exercise of a superintendence over the whole establishment, whether in

Ireland or in London, the directors hold regular and daily meetings.'

" Are the accounts which are sent from the branches accounts in detail

of the whole of the operations of the bank ?—They are.

" Are they, in fact, transcripts of the accounts of the bank from period

to period ?—They are so ; with this explanation regarding the current

accounts of parties holding accounts with the bank, every particular draft

or receipt is not ' sent to London, or rather the entries of these, I mean,

are not copied or sent to London; but there is this check on the

operations of the branches, the exact balance of every man's account at

the end of each week is given, and forms part of an abstract of the

balance-sheet which is sent forward, and which must agree ; therefore, if

it were wrong, it would at once detect itself.

" Then no variation can take place in the actual balance without the

attention of the court being at once called to it ?—None can.

" And is the name of each individual to whom these advances are made
from time to time brought under the special notice of the court ofdirectors

in London ?—^Yes ; by the following process. The branches are divided

amongst the directors, so many allotted to such a sub-committee, who
take up the affairs of these branches each week in succession, and

examine all the bills that have been discounted, the advances that have

been made of any description, and the balance of each man's account,

whether in his favour or against him."

5.

—

The Inspection of Branches.

" Have you any system of inspection by which you are enabled from

time to time to verify the correctness of the proceedings of the branches?

—We have. Besides having a half-yearly balance-sheet made out with

all the details of the affairs of each branch at the time, and which is

scrupulously examined at London, there is an inspector (two at present)

whose duty it is to go through the branches and to examine personally and
verify every voucher and every particular, and to remain at the branch
until they are fully satisfied that all is right.

" Are the visits of your inspectors at stated and known intervals, or is

any branch at any one moment liable to the visit of an inspector, and to

an immediate examination and verification of their accounts and bills

and balances ?—Every branch is so liable to be visited ; there is no pre-

vious intimation given, except the visit be for some particular purpose
which, by a representation from the branch, calls on the inspector to go.

" As an additional security, have you yourself, or any of the directors,

been accustomed to visit the branches, and to report thereon ?—I have
myself every year, and sometimes oftener than once a year, even twice or
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three times in a year, gone to Ireland, and have gone through the whole

branches, in fact, more than once, at different times ; and on all occasions

have made examinations which appear to me to he necessary ; and besides

that, the directors have in person repeatedly visited the branches ; depu-

tations of the London directors, I mean, have so done."

6.

—

The Declaration of a Dividend.

" "Will you explain to the committee what steps you take before you
declare a dividend ?—We have regularly a balance every half-year ; the

dividend has only been declared once a year, at the termination of the

year, which is in March ; our year ends in March. Prior to that period,

each manager is directed to send up a special report of every obligation

which is outstanding, or of any which is doubtful, describing particularly

in the report every party to such obligation ; that is preparatory to going

further into the matter ; then when the balance at the end of March is

completed, a complete balance-sheet of every branch is made up and sent

to the bank, with a more detailed report. A special committee of the

directors is appointed to examine those, and they go minutely through

them, and weigh every outstanding debt, and strike off everything that is

considered to be irrecoverable ; they then consider in what degree the

reports of the managers represent every other outstanding debt to be

recoverable, either in full or in part ; and when all that has been done,

they add generally a sum to cover stU] any possible omission, and it is

only then that the fair profits of the year are considered to be ascertained.

" Can you inform the committee how far your calculations, your annual

calculations of bad and doubtful debts, have or have not been below or

above the mark ?—In many instances our allowances have exceeded what

has turned out to be the real loss ; for, as I mentioned before, the directors,

in order to be more secure, have been in the practice of making an addi-

tional deduction over aU the deductions made by the officers at the

branches.
" Have the proprietors any power under your deed of settlement of

naming any auditors, or having any examination of those accounts, so as

to verify their fidelity ?—We have no auditors, but there is a provision in

the deed of settlement by which a certain number of proprietors may call

for a further investigation of the accounts, if they are dissatisfied."

7.— The Causes of its Prosperity.

" Do you think there is anything peculiar in the construction of this

bank which has insured its being correctly and well managed up to the

present time, or that it has rather arisen from the ' happy accident ' of

the directors who were selected having been honourable and correct men

of business ?—I conceive the very first and indispensable thing was an

exceedingly respectable board of directors formed in the first instance,

and which has always been maintamed. In the next place, that the

system of accounting that was adopted, and the check on the operations

of the different branches, which has not been departed from, has most

materially contributed to that good result. In the next place, there was

an exceedingly good field for banking when we commenced, for Ireland
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was Tery destitute of good banks at the time, the Bank of Ireland opera-

tions ha-ving been confined only to Dublin. Therefore, from all those con-

cm-ring circumstances, I conceive the prosperity of the bank has resulted."

To these causes we may add one more, stated in the Eeport

delivered by the directors to the proprietors in the year 1836,

—the non-interference of the shareholders in the distribution of

the profits :

—

" To this desirable position the affairs of the bank have been conducted,

as the directors have great pleasure in acknowledging, by the uniform

support and continued approbation of the proprietors, who, far from mani-

festing any impatient desire to participate in the reserved profits, have

always relied with confidence on the opinion of those by whom the work-

ing of the establishment was superintended, feeUng assured that whenever

such participation was clearly expedient, it would not be withheld."

The Natimial Bank {formerly the National Bank of Ireland).

—The Prospectus of this bank, issued in 1834, announced that

it would be conducted on the " local shareholder principle."

" It is proposed that each branch shaU have a separate capital propor-

tioned to the extent of its business, one-half to be subscribed by resident

shareholders, so as to identify their interest with their own establishment,

and the other half to be subscribed by the National Bank of Ireland,

whose connexion with each branch, whether its separate capital consists

of 5,0002. or 50,000?., will afford it the credit of whatever capital (however

large) the National Bank of Ireland may have actually paid up at the

time."

" The following are the terms and conditions of subscribing :

—

" 1. That a company shall be formed in London, to extend to Ireland

the benefit of a sound banking system.

" 2. That a bank be formed in each town in Ireland where practicable

by law, and which offers a prospect of success to the operations of the

company.
" 3. That the object of the London company shall be to connect itself

with shareholders, exclusively interested in the success of each local

establishment. *

" 4. That the principle of the bank shall be the division of profits of

each bank with such local shareholders in Ireland. The capital of each

branch to be subscribed equally by shareholders on the spot and the

company in London.
" 5. That the capital of the London company shall be 1,000,000?., in

shares of 601. each, to be called the original capital, which may be

increased as the business of the company extends ; but the premium, on

any addition, to go to the first subscribers.

" 6. That the bank shall be formed as soon as half the capital is

subscribed.

" 7. That the bank shall be managed by a board in London, consisting

of twenty-four directors, in whom will be vested the supreme control.
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"8. That each local bank shall be managed by a board of local

directors, elected by the shareholders, subject to the approbation of the
directors in London."

This principle was first announced to the public by the late

Mr. Thomas Joplin. He attempted to introduce it into the

N"ational Provincial Bank of England, of which he was the

managing director, and to the formation of which he had
materially contributed. But the practical difficulties were

found to be great. It was almost impossible to arrange the

preliminaries to the satisfaction of all parties, and the principle

was never brought into operation. Mr. Lamie Murray, who
projected the National Bank of Ireland, was the secretary of

the National Provincial Bank of England, and had adopted

Mr. Joplin's views on the subject. When first established,

therefore, the National Bank of Ireland acted on this principle

;

but after a few years the independent local banks with which it

was connected consented to become branches of the head esta-

blishment.

Another peculiarity attended the formation of this bank. Its

chief connexions lay among that political party in Ireland who

advocated a Repeal of the Union, and the business of the bank

is conducted with a view to embrace all classes irrespective of

party or politics. In the provisional committee appeared the

names of the late Daniel O'Connell, Esq., M.P., Maurice

O'Connell, Esq., M.P., Fitz-Stephen French, Esq., M.P., James

Grattan, Esq., M.P., and others of the same political views.

The seat of government, however, like that of the Provincial

Bank of Ireland, was fixed in London. One advantage resulted

from connecting the heads of this party with an Irish joint-stock

bank. There was an end to all political runs for gold. When
a run afterwards took place, in consequence of^he failure of the

Agricultural Bank, Mr. O'Connell used all his influence to allay

the excitement then occasioned. The chief office in Ireland is

in Dublin, where, since the Act of 1845, it has issued its own

notes.

The Report of 1848 states that the National Bank of Ireland

had taken the business of the London and Dublin Bank.

" During the latter part of the year, it having been intimated to the

directors that the London and Dublin Bank were desirous of dissolving

that company, negotiations were entered into with the directors, which

lerminated in this establishment succeeding to its connexions in the
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to-vms of Dimdalk, Carrickmacross, Wicklow, Kells, Athy, Mullingar,

and Parsonstown, with every proipeot of advantage to the bank. The
whole of these localities are, with the exception of Parsonstown, within

the circle from which all banks of issue, except the Bank of Ireland,

had been excluded, until the extinction of the monopoly by the Banking

Act of 1845."

We have already stated that this bank has commenced

business in London as a London banker. It was at first

supposed that this could not be legally done ; but upon investi-

gation it was found that the prohibition to carry on business

in London, and within sixty-five miles thereof, as Banks of

Deposit, applied only to those Joint-stock Banks that issue

notes in England, and not to the Banks of Issue in Ireland or

Scotland.

At a special general meeting of the National Bank of

Ireland, held October 20, 1855, for the purpose of taking into

consideration a modification of the name of the bank, the

chairman stated, that the desire of the proprietors, as well as

the increase of business in London, seemed to necessitate a

change of name that would not so exclusively apply to Ireland.

After some observations, a resolution was passed unanimously,

"That on and after the 1st of January next, 1856, the present

name of the society be changed to that of ' The National

Bank.' " [In 1864 the capital of the bank was increased by
the issue of new shares to the extent of 500,000?., and, by a

resolution adopted in 1865, a further increase was made by

the transfer of 300,000Z. from reserve fund to capital account,

making, with these additions, the present paid-up capital of the

bank to be 1,500,000Z. The bank has recently increased the

number of its Irish branches, now seventy-one in all, besides

its London head office and seven Metropolitan branches.]

The Hibernian BanJc.—The Hibernian Joint-stock Bank was
formed in the year 1824. The following account of the origin

of this bank is given by John Eobinson Pim, Esq., of

Dublin :—

" A number of Eoman Catholic gentlemen, finding they were continued
to be excluded from the direction of the Bank of Ireland, met together,
and obtained the signatures, not only of Eoman Catholics, but of a
number of others, amongst the rest myself, to the estabhshment of this
bank. Many merchants signed it, as considering, that by having an
opposition bank in such a city as Dublin, advantages would frequently
be derived from it, and not altogether looking to the emolument which
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they should receive as subscribers to the bank, but looking at it as

citizens generally. I myself never calculated on a very great deal of

profit from it, except at a very remote period. Some of the individuals

who undertook it came over to London, and they had expected to obtain

the power of issuing notes, but they met with so much opposition from
the Bank of Ireland,—there were some of the directors of the Bank
of Ireland came over here in order to oppose it,—and the clauses which
they intended to enable them to issue notes were expunged in the

committee ; but I state this only from hearsay."

Its Dominal capital is 1,000,000?., divided into 10,000

shares of lOOZ. each. 25Z. per cent, has been paid upon
each share, so that the money actually advanced amounts

to 250,000^.

In the same year this company obtained an Act entitled,

" An Act to enable the Hibernian Joint-stock Company, for

the purpose of purchasing and selling annuities, and. all public

and other securities, real and personal, in Ireland, and to

advance money and make loans thereof, on the security of

such real and personal security, at legal interest, and on the

security of merchandise and manufactured goods, to sue and

be sued in the name of the governor or secretary for the time

being."*

The preamble states, that

—

"Whereas the commerce, and manufactures, and agriculture of

Ireland have long laboured under great disadvantage, arising from the

want of due command of capital ; and that merchants and manufacturers

have no means of procuring temporary advances of money on a deposit

of their goods, when a slackness of demand arises ; and whereas several

persons have agreed to form themselves into a company, or partnership,

under the name of the 'Hibernian Joint-stock Company,' and have

subscribed or raised considerable sums of money in order to purchase

and sell annuities a.nd all public and other securities, real and personal,

in Ireland ; or to make loans and advances of money on the security

thereof, and on the security of merchandise and manufactured goods, at

legal interest, and to receive lodgments of money or deposits thereof

;

and great public benefit is expected to be derived to the trade, manu-

factures, and agriculture of Ireland, from the formation of such a com-

pany or partnership; and whereas diflculties may arise from time to

time," &c.

It is enacted that this company may sue and be sued in

the name of their governor or secretary, A memorial of the

names of the governor, secretary, and members, and of the

transfer of shares, to be enrolled in Chancery ; and no actions to be

* Anno quinto Georgii IV. Regis, cap. 159.

2 N
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brought by the company, under the authority of this Act, until

such memorial shall have been enrolled. Execution upon any

judgment against the governor or secretary may be issued

against any of the members, who are to be reimbursed their

expenses by the company.

The Royal Bank of Ireland.—The Eoyal Bank of Ireland

was formed in the year 1836, and before opening made ar-

rangements for taking the business of the private bank

of Sir James Shaw & Co. At that time the law did not

permit joint-stock banks, in Dublin, to accept bills drawn

at less than six months after date, or to sue and be sued

in the name of their public ofBcers. These restrictions

were removed by the Act of 1845. The Eoyal Bank at-

tempted also at that time to obtain the power of issuing

notes, but was not successful. The manager of the bank from

its commencement has been Mr. Charles Copland, who had

previously been a manager in the Provincial Bank of Ireland.

The Banks of Belfast.—There are three joint-stock banks

at Belfast. The Northern Banking Company was formed in

1825, on a private bank which was called the Northern Bank.

This was the first joint-stock bank in actual operation in

Ireland. The Belfast Banking Company was formed on a

private bank, which was called the Belfast Bank. The senior

partner in this bank, John Holmes Houston, Esq., was examined

as a witness before the Parliamentary Committee of 1826, on

the abolition of small notes in Ireland. His evidence contains

some interesting particulars respecting the state of banking in

Belfast during the time he had been a partner in that bank.

The Ulster Banking Company was formed in 1836. All

these banks have branches extending throughout the north of

Ireland. The prudence with which banking institutions have

at all times been managed at Belfast, has no doubt greatly

contributed, with other causes, to the prosperity of the north of

Ireland.

The following joint-stock banks have ceased to exist in-

Ireland :
—

1. The Agricultural and Commercial Bank of Ireland,

formed in the year 1834, stopped payment in the latter end

of the year 1836. It was afterwards resumed for a short time,

and then finally closed. A full account of the reckless pro-
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ceedings of this bank is given in the third vohime of the

Bankers' Magazine.

2: The London and Dublin Bank was formed in 1844, and
merged in the National Bank of Ireland in the year 1848.

This Mas not a bank of issue.

3. The Southern Bank of Ireland was formed at Cork
after the failure of the Agricultural Bank of Ireland. It

was registered the 25th of March, 1837, opened in Cork in

the month of July, and stopped payment in the following-

September.

[4. The Union Bank of Ireland, Limited. Established 1864.*]

Laws of the Currency in Ireland.—From what we have
already said of the laws of tho currency, those of our readers

who are acquainted with Ireland will be able to judge before-

hand of the revolutions of her circulation. Being purely an
agricultural country, the lowest points will of course be in

August or September, immediately before the harvest, and the

commencement of the cattle and bacon trade. Tlien it rises

rapidly, till it reaches its highest point in January, and then

gradually declines. As an agricultural country, we should

naturally expect that during the season of increase the circu-

lation would expand most in the rural districts ; and so we tind

that the circulation of the Bank of Ireland, in Dublin, expands

very moderately—^that of her branches, which are located

chiefly in large towns, expands more—while the circulation of

the joint-stock banks, which are located in the agricultural

districts, receives the largest increase. Again, the purchases

and sales of agricultural produce are known to be in small

amounts ; and hence the notes of the smallest denomination

receive the largest relative increase. The annual changes of

the Irish circulation are governed chiefly by the produce of

the harvest, and the prices of agricultural products. These are

the laws of the circulation of Ireland.

On this subject I may quote my own evidence before the

Committee on Banks of Issue :

—

" 1 have told the Committee that I was formerly manager

of a joint-stock bank of issue in Ireland, and I have attempted

to discover the laM's which regulate the circulation of that

•* Business transferred, -witlim about three to four years, partly to the Munster

Bank and partly to tlie Hibernian Bank.

—

Editor.

2 N 2
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country, by ascertaining the highest and lowest amount of

he circulation in each year. This, which I have in my hand,

is a table, showing the circulation of the Bank of Ireland

(including branches), the separate circulation of the branches

alone, and the circulation of the Irish joint-stock and private

banks, on the last Saturday of April, August, and December,

of the years 1834 to 1839. It will be observed that those

periods are the same as those which I have referred to in the

circulation of the English country banks. The law of cir-

culation appears to be different, but they agree pretty nearly in

this, that the lowest point is the latter end of August ; but

the highest point in Ireland is generally the end of December

or the beginning of January, and from December, or the

beginning of January, it declines ; so that the country circu-

lation of England is advancing eight months and declining

four ; but the circulation of Ireland is advancing four months

and declining eight.

"From whence is this table compiled?—From Appendix,

Nos. 32 and 33. This table shows that the circulation of

Dublin does not vary much; it shows that the circulation

of the branches of the Bank of Ireland varies more ; and that

the circulation of the joint-stock and private banks in Ireland

varies considerably more.

A. Table, showing the Cieotilation of the Bank of Irelaitd (including

Branches) ; the Circulation of the Branches alone ; and the Circulation

of the Irish Joint-stock and Private Banks; on, the last Saturday of

April, August, and December, of the Tears 1834 to 1839.

I—BANK OF IRELAND AND BRANCHES.

1833.

April. . .

August . .

Beoember.

3,922,300
3,462,800
3,926,800

£
3,M8,500
3,193, ?00
3,514,200

£
3,614,100
3,123,500
3,481,100

3,332,300
2,921,600
3,265, !00

£
3,398,400
3,055,800
3,411,500

£
3,536,400
2,981,800
3,192,200

n.-BRANCHRS OF THE BANK OF IRELAND.

April. . .

Aupust . .

December

.

I

/ No separate account kept at this time.

(
! I
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" It will be observed, that in the year 1836, with regard to

the joint-stock banks, there was a departure from the law,

which usually increases the Irish circulation very rapidly

between the months of August and December; for in 1836
the Agricultural and Commercial Bank of Ireland stopped
payment ; that brought on a run for gold upon the other

banks, and thus the circulation of those -banks became reduced.

This is the only year in which there is not a very considerable

increase in the circulation of the joint-stock banks of Ireland

between August and December.
" To what do you attribute this uniform increase of the Irish

circulation towards December ?—I attribute it to the trade in

corn, and bacon, and cattle, which commences in the months

of September and October in every year; the produce of

the harvest commences to be brought to market in September

;

but the bacon is made in the beginning of October. The
bacon must be made in cold weather, and therefore pigs are

reared so as to be fit for killing by the 1st of October;

and in the beginning of October the provision merchants send

out their men to purchase pigs at the diflFerent markets, arid

they get notes from the bank. The cattle trade is con-

ducted in the same way ; men go to the market to buy pigs

and cattle, and take them over to Bristol and Liverpool,

but chiefly to Bristol from the part where I was. Those notes

are chiefly issued in three ways. During the summer, the

merchants, having their capital unemployed, lodged it as

deposits in the bank ; then, when the season for trade com-

meribed, they drew out their deposits, in the form of notes.

Afterwards, they brought us bills upon their factors in London,

and our notes were issued in discounting those bills which

they had drawn against the exportations of bacon and cattle.

The dealers took their pigs and cattle over to Bristol, and

sold them in the various markets and fairs in the west of

England, and received the notes which were circulating in that

district, and took them to Mr. Stuckey, and got a letter of credit

upon me, payable on demand, for the amount. So that

our notes were issued, in the first place, by the withdrawal

of deposits ; secondly, for the discounting of bills on London,

drawn against the exports which were made ; and thirdly, for

the payment of letters of credit which had been obtained

by the parties who had sold Irish cattle in the English markets.
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The notes were, therefore, drawn out by the trade of tlie

country, and of course it was not in our power to withhold

issuing those notes, unless we wished to cramp the trade of

the country."

Laws of the Currency in Ireland, sinee 1845.*—In the year

1845 an Act was passed for the regulation of bank notes in

Ireland. The average amount of notes that had been in

circulation during the year ending May 1, 1845 (6,354,494?.),

was made the fixed or authorized issue. For any amount

beyond its authorized issue, each bank was required to hold an

equal sum in gold or silver coin, the silver not to exceed one-

fourth of the whole. The Act came into operation on the 6th

Dec. 1845, and from that period each bank has made returns

to the Government, stating the average amount of notes in

circulation during the preceding four weeks, distinguishing

the notes under 51. from those of 5Z. and upwards, and stating

the amounts of gold and silver coin it held in its vaults. These

returns are made by all the banks of circulation in Ireland.

These are—the Bank of Ireland, the Provincial Bank of

Ireland, the National Bank, and the three banks in Belfast,

viz., the Northern Banking Company, the Belfast Banking

Company, and the Ulster Banking Company.

We possess these returns for every four weeks from Jan.

1846 to the present time. By adding together all the returns

made during each year, and then dividing by thirteen, we

obtain of course the average amounts in circulation from

1846 to the year 1851, inclusive. I have also added the4)ro-

portion per cent, these averages bear to the certified circula-

tion of 6,354,494?. The following are the average amounts of

circulation :

—
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to 1851, inclusive, will be represented by the numbers 114,

94,76,67,71,70. The question naturally occurs to us

—

What is the causa of this great falling off in the annual

circulation since the passing of the Act of 1845 ? In reply,

we may observe that the annual productiveness of the harvest

would affect the amount of notes in circulation. Prom the

description of the harvests given in the annual reports of the

Provincial Bank of Ireland, we learn that the years 1846

and 1848 were disastrous, in regard to the produce of the

harvest ; and we consequently find, as we should naturally

expect, a falling off in the following years in the circulation

of bank notes. We may also observe, that a bad harvest in

one year may, by the distress it produces, cause a less pro-

duction of commodities in several following years, and hence

there may be a less demand for bank notes. In a bad

harvest the farmer consumes his own produce instead of

selling it, and thus requires not the use of notes. If his

potatoes are destroyed he will consume his grain. The distress

of the farmer also diminishes the instruments of reproduction.

If- he has no potatoes he can rear no pigs. An abundant crop

of potatoes produces in the following year an abundant crop of

pigs, but a famine of potatoes will be followed by a famine of

pigs ; and hence the distress of one year may have the effect

upon the circulation of notes in several succeeding years.

After the failure of the potato crop in 1846, the exportation

of swine was reduced from 480,827 in 1846, to 106,407 in

1847. The potato crop again failed in 1848. The number

of »wine exported in 1848 was 110,787; in 1849 it was *

only 68,053.

We may also observe, that a reduction in the quantity of

commodities produced may be caused by a reduction in the

number of producers, and this would occasion a less demand for

bank notes. It appears, from the Census of 1841 and 1851,

that, between these two periods, the population declined

1,659,330, or at the rate of -20 per cent. ; and calculations have

been made to show that the whole of this decrease had taken

place. since the year of the famine, 1846. Such a decrease,

from whatever cause, must be attended with a decrease in the

commodities produced and consumed by those individuals, and

will consequently have occasioned a less demand for bank notes

to pay for those commodities. If the lands previously occupied
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by this departed population remain uncultivated, there is a

direct decrease in the agricultural produce. Such might be

the effect where the occupants died. Emigration might produce

an additional effect. The emigrants, before their departure,

would change all their bank notes into gold to take with them,

and thus would occasion a further reduction of the circulation.

This decrease of the population occurred chiefly among those

who had but small holdings in land. Those small cultivators

are compelled to bring their produce to market immediately

after the harvest, and hence the circulation rises in September

and October. From these small holdings, too, the produce is

brought to market in small quantities—" each man brings his

sack of oats, or two or three pigs, to market "—and hence the

circulation, thus occasioned, must consist chiefly of small notes.

We may further observe, that the amount of notes which circu-

late in a country will also be affected by the quantity of com-

modities exported, and the quantity imported. The season in

which there is the greatest export of commodities is the season

of the highest circulation. But importation withdraws the

notes previously in circulation. The effect of diminished ex-

ports and increased imports is referred to in the Eeports of the

Provincial Bank of Ireland, every year from 1847 to 1851 ; and
Mr. Murray states, in his evidence before the Committee on

Commercial Distress, that not only was the amount of notes

reduced, but also that of silver.

Thus we find that the reduction in the amount of notes in

circulation in Ireland has been preceded or accompanied by a

reduction in the amount of commodities produced, occasioned

by a reduced productiveness in the land actually cultivated, a

destruction of the instruments of reproduction by the distress

thus occasioned, a reduction in the number of producers by
deaths and emigration, and the exportation of an increased

portion of its capital in exchange for food. But there is

another circumstance that concurs in powerfully producing
the same effect—that is, the prices- at which the commodities
brought to market are sold.

The failure of the crops in Ireland led the late Sir Eobert
Peel to introduce " An Act to amend the Laws relating to the
Importation of Corn." It is 9 & 10 Vict. cap. 22, and was
passed June 26, 1846. A large reduction was made in the duty
immediately; and it was enacted that, after the 1st dav of
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February, 1849, the duty on wheat, barley, oats, &c., should be

only Is. per quarter. And in consequence of the increased dis-

tress in Ireland, another Act was passed, in January, 1847 (9 Vict,

cap. 1), to suspend, until the first day of the following September,

all duties on the importation of corn. In consequence of these

Acts, large importations took place, and the prices gradually

declined. I hare no means of ascertaining the average prices

of grain throughout Ireland, but I have obtained from a London
corn-merchant the average prices of wheat, barley, and oats, for

each year from 1841 to 1851, and taking in each case the prices

of the year 1845 as represented by 100, I have calculated the

variations per cent, in the subsequent years. On comparing the

years 1845 and 1851, we find that the circulation has declined

35"78 per cent., the price of wheat has declined 24 per cent, of

barley 21*85 per cent., and of oats 17*40 per cent. If we com-

pare the year 1841 with 1851, the decline of the circulation

will only be at the rate of 16'7 per cent., while the price of

wheat shows a decline of 40 per cent,, of barley 25 per cent.,

and of oats 17 per cent.

From the whole, we infer that the difference between the

amount of bank notes circulating in a country at two distant

periods cannot be regarded as any correct test of the condition

of its inhabitants at those periods, unless we take into account

all the circumstances by which that difference is attended

—

that the decline of the circulation of bank notes in Ireland,

from the year 1845 to 1851, is no accurate measure of the

distress that has existed in the country, as other causes besides

distress have concurred in producing that effect—that in com-

paring the circulation of 1845 and 1851, we are making a

comparison unfavourable to the country, as the year 1845 was

a year remarkable for the high amount of its circulation—and

that, [while the falling off between the years 1846 and 1851 was

caused by the failure of the potato crop, which seriously affected

production for sonae years, and the reduced price of grain, and

also by emigration, yet in recent years, with increased pro-

duction and largely increased value of nearly all kinds of

agricultural produce, the circulation has again expanded, and

for the four weeks ended 5th November, 1870, the total

circulation of the Irish banks was 7,511,076?., which is higher

than the amount already quoted as the average of the year

1846.1
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Having considered the changes that have taken place in the

annual amount of notes that have circulated in Ireland since

the passing of the Act of 1845, I shall consider the monthly-

changes in the amount of the circulation.

Let us take up the returns, and look at any year we please,

and we shall find that all the months vary from each other.

Beginning at January, the amount of the circulation usually

declines—slowly at first, but more rapidly in May, June, and

July, until, by the end of August, we arrive at the lowest point.

Then, in September, it begins to ascend, and goes on increasing

till January, and then again declines till August. Now, let us

inquire what are the laws which regulate these monthly varia-

tions. I stated that the annual variations were caused by varia-

tions in the quantity and price of agricultural produce. But, as

no notes could be put into circulation until this produce is

brought to market, the monthly circulation must depend upon

the quantity of produce brought to market within the month.

Now, it has been the custom in Ireland to commence bringing

the produce to market immediately after the harvest. Hence

arises the increase of the notes in September, and their further

increase in the following months. But in the beginning of the

year the landlords collect their rents, and receive from their

tenants the notes for which this produce has been sold ; this

brings the notes back to the bank, either to be placed to his

credit (if he have an account there), or, otherwise, in exchange

for a letter of credit on Dublin, or a bill on London. The

circuit of a note, then, is this :—It is obtained from the

bank by a corn-merchant, who pays it to a farmer for his corn,

which he ships to England. The farmer afterwards pays the

note for rent to his landlord, who brings it back to the bank.

Every month the bank is issuing and retiring notes, but, from

August to January, it issues more than it retires ; and hence

the amount of notes in circulation increases, and from January

to August it retires more notes than it issues, and hence the

circulation falls.

We may notice another feature suggested to us by these

Public Eeturns. We observe that a portion of the circulation

consists of notes of 5Z. and upwards, and another portion of notes

under bl. ; and it may be useful to inquire if these two classes

of notes are subject to the same laws, and whether they rise and
fall at the same time and in exact proportion to each other.
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Yiewing the monthly circulation, we ohserve that the small

notes, like the large notes, are at their lowest amount about the

month of August, and at their highest amount about January.

But we observe, also, that from August the small notes increase

more rapidly than the large ones, and after January they decline

more rapidly ; so that in every year the proportion of small

notes in circulation is greater in January than in August. It

may be observed, too, that the circulation of the Belfast banks

includes a much larger proportion of small notes than is con-

tained in the circulation of the other banks. To show this, it

will be suflicient to analyse one of these returns. Upon the

total circulation of all the banks, the proportion of small notes

on the 7th of August, 1852, is 49"39 per cent. ; upon that of the

Bank of Ireland, 34"73 per cent. ; the Provincial Bank, 58-82

per cent. ; the National Banks, 59'93 per cent. ; and the Belfast

Banks, 86'55 per cent.

I have one feature more to notice in these returns—^that is,

the amount of gold and silver kept by the banks, in order to

meet the payment of their notes. For several years past the

Act of 1845 has not required the Irish banks to keep any

amount of gold or silver, for they have always been below the

authorized circulation ; but another Act, passed in the year

1828, through the influence of Mr. Spring Eice—(Lord

Monteagle)—^requires that all notes should be payable in gold

on demand at the place of issue. The gold and silver kept by

the banks have only been to the amount that they deemed

necessary or prudent for- the purposes of business.

We observe from these returns that the annual average

amount of gold and silver keptby all the banks has varied from

29 to 36 per cent. We observe, too, that in the years when

the circulation has been low, the amount of gold and silver has

been higher in proportion than in those years when the circu-

lation has been high. Taking the average of years from 1847

to 1851, the lowest amount of gold, in proportion to its circula-

tion, has been kept by the Bank of Ireland. The proportion

varies from 24 per cent, in 1851, to 30 per cent, in 1849. The

highest proportion has been kept by the Provincial Bank. It

has varied from 38 per cent, in 1851, to 52 per cent, in 1849.

We may also state that, in the monthly variations, the lower

the circulation the higher the proportionate amount of gold and

silver. This arises, it may be presumed, from the circumstance
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that the banks do not vary the amount of their gold and silver

with every variation of the circulation. The proportion of silver

to gold kept by all the banks, has varied from 20 to 33 per

cent, but the proportion varies very much with different banks.

The amount of gold necessary to be kept against any given

amount of notes in circulation is purely a question of manage-

ment, and depends upon a variety of circumstances. The

degree of public confidence the bank may have acquired, the

excitable character of the population, the state of commercial

credit, the facility of obtaining supplies, and the rapidity of

communication with its branches, are all to be taken into cal-

culation by a prudent banker. Gold can now be so readily

obtained from England by means of steamboats, and distributed

throughout Ireland by means of railways, that so large an

amount may not be so necessary as formerly. The railways

and the electric telegraph are useful to bankers, and present a

striking instance of the utility of scientific discoveries to men of

business.

Jholition of Small Notes.—The following is the report of the

Select Committee of the House of Commons, made in 1826,

respecting the abolition in Ireland of notes under 51.

:

—
" "With respect to the circulation of Ireland, the incitiiries of your Com-

mittee have been less extensive than those which they have instituted with

respect to Scotland.

" The first law in Ireland which restrained the negotiation of promissory

notes, was an Act passed in the Irish Parliament in the year 1799.

" The preamble recites that various notes, biUs of exchange, and drafts

for money, have been for some time past circulated in Men of cash, to the

great prejudice of trade and public credit ; and that many of such notes

are made payable under certain terms, with which the poorer classes of

manufacturers and others cannot comply, unless by submitting to great

extortion and abuse. It adds, that the issue of such notes has very much
tended to increase the pernicious crime of forgery ; and the Act proceeds

to apply to notes between the value of 51. and 20s. similar restrictions to

those which had been apphed to such notes issued in England by the

Act which passed in the year 1777. It permits, however, during the

suspension of cash payments by the Bank of Ireland, the issue of bank-

post bills, bills of exchange, and drafts under certain regulations, for any

sums not less than three guineas. This Act did not extend to the Bank of

Ireland.

" In 1805, this and some other Acts which had passed in the interim

relating to the issue of small notes, were repealed ; and notes under 20s.,

which had been previously admitted under certain regulations by the Act

of 1799, were declared void.
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" There is at present no law in force imposing any limitation to the

period for which notes for a sum not less than 20'. may be issued in

Ireland.

" A tolerably correct estimate of the amount of promissory notes, above
and below 5^., circulating in Ireland, may be formed from the subjoined

returns made by the Bank of Ireland, and by other banks at present

established in that country.

"Bank of Ireland notes.—An account of the average amount of the

Bank of Ireland notes of 5Z. and upwards (including bank-post bills) for

the years 1820, 1821, 1822, 1823, 1824, and 1825 :—

Irish currency.

£ s. d.

" Notes and post biUs of 51. and upwards 3,646,660 19 6

" An account of the average amount of the Bank of Ireland notes under

the value of SI. (including bank-post bills) for the years 1820, 1821, 1822,

1823, 1824, and 1825 :—
Irish currency.

£ s. d.

"Notes and post bills imder the value of 51. ... 1,643,828 5

" It appears from the evidence that a practice prevails in Ireland of

issuing notes for the payment of sums between one and two pounds, for

three guineas, and other fractional simas.*

" Your Committee see no public advantage arising out of this practice,

and they are of opinion that it ought to be discontinued, as it tends

to dispense with the silver coin, and practically to exclude it from

circulation.

"Your Committee hesitate, in the present imperfect state of their

information, to pronounce a decisive opinion upon the general measures

which it may be fitting to adopt with respect to the paper currency of

Ireland.

" Although they are inclined to think that it would not be advisable to

take any immediate step for the purpose of preventing the issue of small

notes in Ireland, their impression undoubtedly is, that a metallic currency

ought ultimately to be the basis of the circulation in that country.

" It will probably be deemed advisable to fix a definite, though not an

early period, at which the circulation in Ireland of all notes below hi.

shall cease ; and it is deserving of consideration, whether measures might

not be adopted in the interim for the purpose of insuring such a final

result by gradual, though cautious, advances towards it."

The following is a summary of the evidence given before the

Committees of the two Houses of Parliament, as to the effect of

abolishing the small note circulation in Ireland :

—

1. Small currency is necessary to carry on the commercial

transactions of the country.

* The Act 8 & 9 Vict. c. 37 (1845) prohibits the issue of notes for fractional

parts of a pound, consequently the practice referred to has since been dis-

continued.

—

Editor.
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John Acheson Smtth, Esq., Agentfor the Belfast Bank at Londonderry.

" In Lancashire, I belieye all the raw materials are bought in large

parcels, and by bills. In Ireland, the raw material is all bought in small

parcels, and all in small notes. In Lancashire, there is only cash wanted

to pay the workmen, but we want it both to pay the workmen and to

buy the raw material. The provision and grain that we send to England

are also bought in small notes, and we are reimbursed by drawing bills

for our shipments."*

PlEEOB Mahont, Esq., Solicitor to the Provincial Bank of Ireland.

" If the banks were prevented issuing notes under the amount of 51,

would any inconyenienoes arise in conducting the trade of the South

of Ireland ?—The trade of Ireland generally, and especially in the South

of Ireland, would be greatly inconvenienced, and the growth of manu-
factures would be decidedly checked, if not destroyed, by such a measure.

From the great subdivision of land in Ireland, and particularly in the

South and "West (where the population is almost exclusively agricultural),

the produce is disposed of in small portions, scarcely ever representing

hi., and almost universally under that amount. I am of opinion that the

withdrawal of all notes under that amount would have the effect of

curtailing the accommodation the banks now afford to the public to a

ruinous extent, and that the trade of the country under such circum-

stances would not afford profitable employment for banking capital to any
extent ; and, therefore, I should anticipate the withdrawal of such estab-

lishments, except, perhaps, at Cork and Belfast. In the south and west
of Ireland, from the nature of the provision and corn trade, the chief

demand for notes or for gold commences in October, and continues until

March, when that trade is nearly over for the season. From March untU
October the butter trade is almost the only one in the South and West of

Ireland; and as that trade would not employ all the capital that is

required m the winter season, the effect would be, if sovereigns were
substituted for small notes, that the extra supply required for the com,
beef, and pork trade, must remain idle in the banker's chest, or be remitted

at great risk and expense for employment elsewhere during the summer
and autumn.

"Do you think, if ametaUio circulation were adopted, that there would
be a difficulty in maintaining that metallic circulation ?—I do ; because
the trade in the south and west of Ireland is periodical ; the remittances
from those districts of Ireland would force the gold away at certain

periods, and it must be returned at others, with considerable expense, to

meet the trade of the country."!

2. A gold currency would be more inconvenient than notes,

and would not be so well liked by the people.

* Commons' Report, p. 77.

t Ibid. pp. 250, 25h
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Leonakd Dobbin, Esq.,* Agent for the Northern Banking Company of

Belfast, at Armagh.

" Do the people of the north of Ireland manifest any wish for gold in

preference to notes, or for notes in preference to gold ?—They decidedly

prefer notes, and the weaTers have refused to carry gold out of the market

lately.

" Can you assign any reason for this preference ?—There are many
reasons that I could assign. The bank notes are now the established

currency; the people are perfectly acquainted with them. If a man
should lose notes, or a house be robbed, or if there is a forgery, it would

be much better for them to trace notes than it would gold. I have often

assisted poor people in traciag notes that were robbed, and forged notes,

whereas the gold could not be traced so readily. Another reason I would

give is this, guineas became light, and were troublesome to the people.

"When standing beam there was Is. charged, and when lighter than

standing beam 2s. %d. ; and when gold was scarce, and bank notes not a

legal tender, the land agents refusing to take anything but gold, the

tenants were obliged to pay from Is. to 4s. on a guinea, discount. Some

agents would only take gold."t

J. A. Smyth, Esq;, Linen Merchant, and Agentfor the Belfast Bank at

Londonderry.

" I am in the habit of employing my linen buyers to go to the country

markets, and I must supply them with the week's money before they start,

perhaps five hundred or a thousand pounds. They have to go through the

interior of the country, and do not return for a week. They make their

purchases all in small quantities, and it is more conTenient for them to

carry notes than gold."t

Abthub Guinness, Esq., Director of the Banh of Ireland.

" I conceive, that with the persons who handle the circulation of the

country, there is a decided preference in favour of small notes over cash

in every respect. I speak from mine own experience ; for I remember

perfectly well, before the restrictions upon cash payments, when gold was

a great inconvenience in trade. I speak of those who handle the currency

of the country, among whom I think the preference is in favour of the

small notes, as more convenient, more portable, and less liable to counter-

feit. I conceive these to form the general ground of preference."§

3. The profits of the banking establishments would be so

much diminished, that they could not extend the same accom-

modation to the agricultural and commercial classes.

* This gentleman was afterwards agent for the Bank of Ireland at Armagh,

aLd M.P. fiir that place.

t Commons' Eeport, p. 243. % Lords' Report, p. 7.

§ Commons' Eeport, p. 237.
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"W. p. LuNNBL, Esq., Director of the Bank of Ireland.

" If the notes under 61. were prohibited, would the profits of the Bank

of Ireland be materially affected by such prohibition ?—I should expect

that they would suffer : they must sacrifice a certain profit.

"Have you considered to what extent the profits of other barikers

would be affected ?—I should expect that the principal circulation of the

country bankers is in smaU notes, and therefore in that proportion they

would suffer."*

John Holmes Houston, Esq., Banleer at Belfast.

" If all the notes under SI. were prohibited to be issued, would it be

worth while, in your opinion, to keep the establishment of a bank at

Belfast ?—I do not think it would, except by carrying it on in the same

manner as it formerly was—to keep a discount office, charging a com-

mission on discounting bills, because 5?. notes would not circulate. Then

our circulation would be so trifling it would not answer."!

H. A. Douglas, Esq., Director of the Provincial Bank of Ireland.

" I consider the cash account system and the one-pound circulation so

connected, that if the notes are withdrawn, it is understood that our

establishment will not grant any further cash-credits. The business

which we carry on, even if we charged a higher rate of interest, or a

commission, would not be of sufficient magnitude to repay us for the

expense of our establishment, independent of our notes. If the issue

of small notes be withdrawn, then we cannot afford to allow interest on

deposits."!

4. The abolition of small notes would prevent the invest-

ment of British capital in the present banking establishments.

T. S. EiOB, Esq., M.P. (Loed Montbagle), Director of the Provincial

Bank of Ireland.

" Is it your opinion, that if all notes under 51. were abolished; a con-

siderable inconvenience would arise in the ordinary traffic in Ireland ?

—

I conceive that it would. I conceive that the first effect of the extinc-

tion of all notes below 51. would be a much more considerable diminu-

tion of the general mass of the circulatiug medium in Ireland than in

England.
"1 fear extremely that if anything were to occur which materially

diminished the profits of our establishment, it would have the effect of

depriving us of one of the chief benefits of the establishment, namely, the

support and control of British capitalists, and conducting the bank by
British merchants, and upon British commercial principles. I conceive a

rate of profit, rather higher than the average rate of profits, is essential to

induce persons so circumstanced to engage in such a business, more par-

ticularly when it is considered that there is no limitation of responsibility

by the grant of charters."§

* Lords' Report, p. 108. t Ibid. p. 35.

t Ibid. pp. 24, 26, 27. § Ibid. pp. 47, 51.
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5. The gold currency would be sent out of the country, when-
ever it bore a premium in England.

Hbney H. Hunt, Esq., Local Director of the- Provincial Banh of Ireland,

at Waterford.

" What do you think would be the consequence of a law which pro-

hibited the issue of notes below 51., both by the Bank of Ireland and by
any other banking establishment in Ireland ?—I should think it would
be very hazardous ipdeed : I should very much apprehend that the gold

circulation would at times be withdrawn in a very great degree/rom the

country, whenever gold was wanted in London; for iustanc'e, A small
PREMIUM UPON A SOVBEEIGN WOULD LNDUOE A VAST QUANTITY OF THEM TO

BE BB0U6HT OUT OF IRELAND.
" Have you ever known instances of quantities of gold being brought

over from Ireland to this country, and persons makiug a regular traflBc of

it ?—1

1

6. The proposed measure would cause general distress, and
prevent the progress of enterprise.

John Egbinson Pim, Esq., General Merchant in Dublin.

" The very idea of curtaUiug the currency under 51. would have a
tendency to discourage aU adventure in Ireland at present. I should

not, for one, be careful of placing money in any kind of machinery till the

effect was tried. I fancy it would reduce property very much in that

country,—and sometimes fancies are almost as bad as reality." f

Eobert Murray, Esq., the chief officer of the Provincial

Bank of Ireland, was examined as to the establishment of

one Bank of Issue throughout Ireland, '^he following is his

reply :—

"It would produce an entire revolution in the monetary affairs of

Ireland. The committee will already have gathered, from the questions I

have previously answered, that the produce is brought to market in very

small quantities, and by a very large number, I had almost said an innu-

merable class of farmers ; each man brings his sack of oats and two or

three pigs to market. It would be almost impossible, in such a state of

things, to regulate by one bank of issue the monetary affairs of Ireland, or

to adapt it to its purposes as it is now situated."

It may be useful to trace the effects of the Act of 1845

(8 & 9 Vict. c. 37) upon the state of banking in Ireland, as

compared with the effects of similar enactments in Scotland and

England.

1. The limitation of issue in Ireland, as in Scotland, is not

absolute. The banks may issue beyond this limit, if they

* Commona' Report, pp. 73, 74. f Lords' Eeport, p. irf

2 o
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retain an amount of gold and silyer equal to this excess. In

England the prohibition is absolute. The probable effect will

be that these enactments will not lead to any permanent

decrease of the circulation in Ireland or Scotland. The banks

will merely import more gold when the circulation increases.

In England it seems probable that the circulation will per-

manently decrease. Means will be employed to conduct bank-

ing operations with fewer notes, and these means will operate at

all times—when the circulation is low, as well as when it is high.

The provision of the Act of 1845, which requires the banks

of Scotland and of Ireland to keep an amount of gold equal

to the notes in circulation beyond the fixed limits, tends, as

we have observed, to restrict the granting of cash credits in

Scotland. We doubt if it will have an equal effect in Ireland,

simply because the cash-credits exist to only a limited extent.

The Provincial Bank introduced the system in 1825, and no

system could be better adapted to the state of the country.

It would doubtless have greatly improved the condition and

the habits of the people ; but the iniquitous runs for gold

which, at the suggestion of reckless politicians, took place in

18^8, 1830, 1831, and 1833, compelled the banks to restrict

their operations. Had the banks remained without molesta-

tion, the whole of the agricultural districts of Ireland would

probably by this time have had the benefits of this system, with

the same beneficial results which have been realized in Scotland.

2. In Ireland the^e measures will not tend to produce so

great an increase of gold as in Scotland. In Scotland the

banks, previous to the passing of the Act, kept but a small

amount of gold. But in Ireland the banks, from their liabilities

to runs, have always kept large deposits of gold. The amounts

required by the Act are not larger than those formerly kept in

their vaults. It appears from the returns, that the Bank of

Ireland has recently kept a smaller amount than before the

passing of the Act. Hence their means of affording accommo-
dation are not diminished ; and as they sustain no loss, they

have no reason for increasing their charges. The Bank of

Ireland and joint-stock banks, as a rule, allow interest only on

deposit receipts.* The reason assigned by the Scotch banks

* Some of the banks in Dublin are understood to allow interest on current

accounts in special cases, or under restriction as to the minimum balance -which

shall bear fbterest.

—

Editor.
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was, that the operations on these accounts maintained in circula-

tion a large amount of their notes. This will be no advantage

if the bank must retain an amount of gold equal to this increase

of notes in circulation.

3. The prohibition of new banks of issue has operated

variously in the three countries. In Ireland it was beneficial

;

in Scotland it has been harmless ; and in England it is injurious.

The Agricultural Bank of Ireland caused considerable mischief.

To prevent the recurrence of such evils, the most effectual way
was to prohibit the formation of new banks of issue. Hereafter

this restriction may become oppressive. Cork, and Limerick,

and Waterford may become sufficiently wealthy to supply a

banking capital, and may wish to form local banks. The local

banks at Belfast have conferred great benefits on the north of

Ireland. In Scotland the banks are sufficiently numerous ; and,

as they are allowed to unite, the authorized issue of notes is

never likely to be less than it is. And although restrictions on

banks are unsound in principle, they may not at present do any

harm in Scotland. In England the restriction is injurious.

Had we an unlimited power of forming new banks, many of

those firms that now consist of not more than six partners

would be merged in larger establishments. The number rf

banks would be less—the amount of their issues would probably

be less—but they would attract a higher degree of public con-

fidence, and their character and continuance would not be

dependent upon the lives of individual partners.

4. Unions of banks in either Ireland or Scotland are not

very likely, nor perhaps desirable. The banks are large, have

a respectable capital, and enjoy the public confidence. In

England, many banks are small, and have small capitals.

Union among them would be highly beneficial. Yet such is

the waywardness of legislation, that the Acts of 1844 and 1845

give facilities to unions in Ireland and Scotland, and restrict

them in England. In Ireland and Scotland two banks of issue

may unite, and the united bank have the united circulation.

In England, if two banks of issue, either of which has more than

six partners, should unite, the circulation of one or both of these

banks would be lost.

5. The Act passed in 1844, for the regulation of joint-stock

banks in England, was extended, in 1846 to Scotland and

Ireland, with the omission of the clause that rendered the

2 o 2
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banks subject to the laws of bankruptcy. By a clause in these

Acts, any bank for the formation of which proceedings had been

taken before the 6th May, and which was actually in business

on the 4th of July, must at the end of a year after the passing

of the Act either retire from business or take a charter. The

Preston Banking Company was in this case, and accordingly

became a chartered bank. Out of London this is the only

bank that has a charter under the Act in England. The

Exchange Bank of Scotland was in a similar case, and on the

31st of December, 1846, it became a chartered bank. There is

no bank of this kind in Ireland.

It was a special provision of this Act (Joint-Stock Banks

Eegulation Act) that no new joint-stock bank can be formed of

a less nominal capital than 100,000Z., and half the capital must

be paid np before the commencement of business ; that the assets

and liabilities of the company must be published once at least in

every month ; and that at least one-fourth of the directors shall

retire yearly, and shall not be eligible for re-election for at least

twelve calendar months.

That provision of the Act which requires one-fourth of the

directors to retire annually, and which declares them ineligible

for election for one year, has been the subject of much discus-

sion. The object of the Legislature appears to have been to

prevent those evils which, in public companies of every kind,

occasionally arise from the undue ascendency of individual

directors. Practically, it may be injurious or advantageous to

a bank,, according to circumstances. On the one hand, it may
deprive a bank of the services of its most useful directors for

one year. And on their return, they may be less useful than

heretofore, from being less acquainted with the transactions that

have taken place during their absence. In small country banks

it might not be easy to find other parties to take the places of

the directors who had thus retired. On the other hand, it has

been contended that the number of the directors, and conse-

quently their influence, would thus be virtually increased

—

that, while on some occasions the most clever directors would

be compelled to retire, at other times the least clever would
retire, and their places might be better supplied—that the

retirement of even the most clever might call forth the energies

of the others, and thus the talents of the whole might be

improved—that the plan tends to prevent the undue ascendency
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of any individual director, or of any knots or parties of directors,

for any length of time—and that it is a convenient means of

getting rid of an inefScient, injurious, or disagreeable director

:

for, when he is once out, it vyould be easy for the board, if so

disposed, to prevent his re-election. By the charter of the

Bank of Ireland, fifteen directors are chosen annually, ||p,nd not

above two-thirds of the directors of the preceding year can be

re-elected.

6. There is another difference between Scotland and Ireland

with reference to banking operations, though it does not arise

from the above-mentioned Act. At the time of the union

between England and Ireland, Ireland had her debts as well

as England. And although England became liable for these

debts, the dividends continued to be paid, and the transfers

made in Dublin. Hence G-overnment stock is bought and

sold there in the same way as in London. Besides this, any

party may purchase stock in Ireland, and have it transferred to

England, or the reverse. The plan is this :—Any person hold-

ing stock may go to the Bank of England, either personally

or by power of attorney, and get a ticket that will authorize

him to have the same amount of stock put in to his name in

Ireland. The stock in England is then transferred to the Com-
missioners for tlie Eeduction of the National Debt. He may go

to the Bank of Ireland in Dublin and reverse the operation.

Several Acts of Parliament have been passed with reference to

this subject. The last is the 25th Vict. c. 7, passed in the

year 1862. When there is a great difference in the price of

stocks in the two countries, operations of this kind may be very

profitable.

This power of transferring Government stock from one

countiy to the other has a tendency to equalise the price in both

countries. It also serves the purpose of a medium of exchange.

A transmission of stock has the same effect in rectifying the

exchanges as a transmission of gold. And doubtless the ex-

changes between England and foreign countries might, to a

great degree, be adjusted in the same manner.

There is a Stock Exchange in Dublin similar to that of

London, established for the purchase and sale of Government

stock, bank stock, railway shares, &c. No person can transact

business there unless he has obtained a licence from the Lord

Lieutenant. The number of these persons is at present about
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twenty-five. The borrowing and lending of money on stock are

matters of daily occurrence. This is not always done through

brokers. Individuals often effect these transactions directly

with the banks. The general rule is that the lender shall have

a margin of 5 per cent, on the value of the stock, and shall be

entitled^ to call for additional security whenever the market

price falls below that difference.

We have noticed the different meanings given to the word
" circulation " in England, since the passing of the Act of 1844.

By the Act of 1845, it is enacted that this word shall have the

following meaning in Scotland and Ireland :

—

" Section 17.—And be it enacted, That all bank notes shall be deemed

to be in circulation from the time the same shall have been issued from

any banker, or any servant or agent of such banker, until the same shall

have been actually returned to such banker, or some servant or agent of

such banker." *

The Exchanges letween the Banks.

Since the Act of 1845—when other banks besides the Bank
of Ireland acquired the power of issuing notes in Dublin—

a

system of clearing, or, as it is called, of exchanges, has been

established, similar to that established in Edinburgh. The
following is a copy of a clearing balance-sheet :

—

"Balances op Exchanges with othee Banks, on , 18 .

DUE TO IT.
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quarters in Belfast. Two of the Belfast banks clear by their

agents. The Bank of Ireland is the agent for the Northern
Banking Company, and the Ulster Bank has a branch in Dubhn.
It will be observed that the Bank of Ireland—the chartered

bank—is a member of the clearing ; and, in fact, the clearing is

held daily, at two o'clock, in one of the rooms of that establish-

ment. The differences are paid daily, like those at Edinburgh,
in exchequer bills. The following are the amounts required

to be held by each bank :

—

£
The Bank of Ireland .... 192,000

The Provincial Bank .... 100,000

The National Bank .... 80,000

The Ulster Bajik 30,000

£402,000

Those banks in Dublin that are not banks of issue are not

members of the clearing. All the non-issuing banks, however,

have accounts with the Bank of Ireland, and pay into that

establishment the cheques they may have on the other banks.

The issuing banks which attend the clearing have no account

with the Bank of Ireland.

This system of clearing appears to work very satisfactorily.

The following is an extract from a letter I received from an

Irish banker on the subject :

—

" The settlement of our ' exchange balances ' in Dublin, through the use

of exchequer bills, works very well. The great evil, previously, was, that

when these balances were of magnitude, Dublin was such a limited money
market, there was difficulty and expense in raising the needful quantity

of Irish money for the purpose. If you anticipated the balance to be

heavy against you, it was requisite to prepare some time before, and to

have your funds lying idle and unproductive until the crisis arose. Mom,

we have exchequer bill interest for our surplus, and the power of re-

plenishing our stock account whenever required by-drawing on London,

thus possessing the unboimded advantages of the greatest money market

iQ the world. In point of fact, the arrangement has virtually changed

the venue, and made London the actual and final place of settlement,

through machinery worked in Dublin."

" Beffulations for making exchanges hetweertihe several hanlcs in

Ireland, at Dublin, andfor settling: the halanoes of such exchanges,

at Dublin ; to take effect from and after the 8th day of De-

cember, 1845.

" 1. The exchange shall be made daily at two o'clock, p.m.
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" 2. The payments ot the balances snail he made in exchequer bills,

except for the fractional parts of 500Z., which may be paid in the notes of

the particular bank debtor.

" 3. The exchequer bills shall be filled up in favour of the 'bank who

may be the original holders,* and shall bear the distinguishing mark of

' Dublin Exchange Bills,' showmg that they belong to the Dublin ex-

changes, and are not intended to be used for any other purpose, and shall

be received at par, with the interest that may be due when the transfer

takes place.

" 4. The amount of exchequer bills to be kept in the circle is fixed at

402,000?., to be apportioned amongst the following banks in fixed sums,

calculated in their respective amounts of circulation*:—

Bank of Ireland. I Ulster Bank.
Provincial Bank.

\
National Bank.

The sums being once fixed, each bank is to maintain its quota at all times,

as hereinafter provided.
" 5. Niae-tenths of the exchequer biUs to be of 1000?., and one-tenth of

500Z.

" 6. The amount of exchequer bills held by each bank shall be stated

every day in the Clearing-room.

" 7, It is expedient that no bank shall be obliged permanenUy to hold

more exchequer bills than a surplus of one-third above the fixed amoiint,

nor shall be allowed to reduce the amount held more than one-third below

the fixed amount ; but as the exchequer bills will accumulate with some

of the banks, and be required by others, it shall be imperative on the

parties so situated to sell or buy exchequer bills ; that is to say, the bank

holding the greatest amount of exchequer biUs shaU be bound to seU to

the bank in want of them, what may be required for the legitimate pur-

poses of the exchanges; but it shall not be imperative on that party to sell

a greater amount than what will reduce their stock to the original quota,

and the purchaser shall be bound to take bills from those parties having

the greatest proportionate amount of them beyond their respective original

quota.

" 8. The preceding regulations will tend in a great degree to equahse

the amount of exchequer bUls ; but if exchequer biUs shall nevertheless

accumulate in the hands of a bank, so as to exceed their original quota by

more than one-third, that party shall have the power to call upon the

party or parties holding the smallest amount in proportion to their quota

to purchase the excess—that is to say, the excess above their quota—plus

one-third ; but it shall not be imperative on any party to take more than

is required to bring up their stock to two-thirds of the original amount.
" In this way the fluctuation in the amount of exchequer biUs amongst

the different banks, which is an essential part of this arrangement, need

never permanently exceed one-third more or one-third less than the original

quota of each bank.
" The terms of purchase to be governed by the next regulation.

* They are not now filled up in favour of the bank who may be the original

holders, but are stamped by each bank and are payable to bearer.

—

Editob.
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" 9. The bank seeking to buy, or being called upon to buy, exchequer
bills, from the bank or banks holding ia excess of their quota, shall pay
for the purchase by a Letter of Credit on their London correspondent,

demandable on the fifth day after the date thereof, the purchaser paying
Is. 3d per cent, on the amount of the Letter of Credit ;* or to pay the
amount ia gold in Dublin, at the option of the holders of the bills.

" 10. The exchequer bills to be used for the Dublin exchanges are to be
as nearly as possible divided into the two dates of March bills and June
bills, which are to be exchanged at the Paymaster-General's Office here
before due, and new ones to be provided, so as to keep up the stock in the

circle ; and no exchequer bUls advertised to be paid are to be used in the

exchanges.
'

" 11. Bach bank is to be always liable to the income-tax on the interest

of its original quota of exchequer bills, and no more ; and the exchequer
bUls advertised to be renewed are, within a week after the Government
notice appears in the Gazette, to be given up to the original holders, upon
receiving other bills not advertised ; failing which, a Letter of Credit on
London, demandable on the fifth day from its date, subject to the charge
as stated in No. 9, is to be given, or the amount to be paid in gold, at the

option of the holders of advertised bills.

" 12. The exchanges are to be made at the Bank of Ireland, who under-
take to pay those banks who are creditors in the exchange the exchequer
bills or bills of exchange received from those banks who are debtors in the

exchange ; but the Bank of Ireland shall not be in any way responsible

for the exchange transactions, or otherwise soever.

" 13. The statement of the balances after they are struck to be sent to

their respective banks from the Clearing-room, by their clerks ; and the

clerks of bank creditors to be in waiting to receive the amount due to

them at two o'clock.

" 14. Any bank a party to this agreement to have the power of with-

drawing from it, and receiving back their exchequer bills at par, upon
payment of them if needful, upon giving three months' notice.

" 15. No bank a party to this arrangement shall, after the 8th of

December, 1845, directly or through any agent, demand gold from or pay
gold to any other bank or banks parties to this arrangement, except as

hereinbefore provided, unless under special agreement between any two
of the banks they mutually arrange to pay and receive a sum of gold.

" It is assumed that each bank always has its statutory amount of gold

;

and if any bank be either in excess or deficiency in that amount, the ex-

port or import of gold must be borne by the bank seeking to diminish or

increase its stock.

" Any violation of this regulation after the 8th of December, 1845, to be

c, nsidered a virtual withdrawal of the bank who departs from this rule.

" N.B. The foregoing arrangements are to be subject to such alterations

and amendments as may be required and agreed on by the several banks

parties thereto, after the plan shall be in operation, and its working effect

ascertained."

* Drafts or Letters of Credit are now granted without any charge beyond the

five days allowed for the settlement.

—

Editor.
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SECTION VII.

THE MOEAL AND RELIGIOUS DUTIES OF BANKING COMPANIES.

" I implore the blessing of Divine Providence on our united efforts

to encourage the iadustry and increase the comforts of my people,

and to inculcate those Religious and Moral Principles which are the

surest foundation of our security and happiness."

Speech fkom the Throne, Aua. 9, 1845.

" Property has its Duties as well as its Eights."

The late Mk. Dbummokd.

This is the age of public companies. The principle of asso-

ciation is one of the most powerful agents of modem times.

Whatever object we wish to accomplish—whether political or

commercial, literary or religious—the first step is to form a

society. Those joint-stock associations that involve the outlay

of capital with a view to profit, are Called public companies,

and these form the subject of our present inquiries.

Public companies now occupy a distinguished place in our

social economy. We receive our education in schools and

colleges founded by public companies. We commence active

life by opening an account with a banking company. We insure

our lives and our property with an insurance company. We
avail ourselves of docks, and harbours, and bridges, and canals,

constructed by public companies. One company paves our

streets, another supplies us with water, and a third enlightens us

with gas. At home, numerous luxuries are brought within our

reach by different companies. And if we wish to travel, there

are railway companies, and steamboat companies, and naviga-

tion companies, ready to whirl us to every part of the earth.

And when, after all this turmoil, we arrive at our journey's end,

cemetery companies wait to receive our remains, and take

charge of our bones.

The question that now claims our attention is, whether these

powerful companies ought to be regarded as moral agents ?

—

that is, whether they are capable of virtuous and vicious actions,

and, like individuals, are responsible to a Superior Power, who
will reward or punish them according to their works.
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In examining this question, we shall propose the following

inquiries :

—

First.—Ought public companies, like individuals, to be

regarded as moral agents, and therefore bound to perform moral

and religious duties ?

Second.—What are those moral and religious duties which,

as moral agents, public companies are bound to perform ?

Third.—What are those rewards or punishments which may-

be expected to follow the performance or non-performance of

those duties ?

First.—We inquire. Ought public companies, like individuals,

to be regarded as moral agents, and therefore bound to perform

moral and religious duties ?

We assume, at the commencement of our inquiries, that

mankind, as inMviduals, are moral agents, having had laws laid

down for their government by a Superior Being, to whom they

are responsible for their actions. They who deny this proposition

(if such there be) are not the persons for whose perusal these

pages are designed; and therefore we will not ask them to

accompany us any further in our inquiries.

Assuming that mankind are responsible, as individuals, we
propose to inquire whether public bodies, as such, are subject to

the same responsibility. And here we would suggest the

following considerations :

—

1. Public companies are recognised as moral agents by the

laws of the country in which they are established.

Public companies have, by law, the same, rights as indi-

Tiduals ; their property is protected by the same laws as that

of individuals. Theft or fraud towards them is attended with

the same punishment. They can sue and be sued in the same

courts of justice. The military and naval forces protect

them from external violence. They have the same commercial

privileges, and can buy and sell and get gain. The improvements

in the arts and sciences benefit them as well as individuals ; and

whatever new laws are passed by the Legislature confers upon

them the same benefits as upon individual citizens. Having

the same rights, they have necessarily the same duties as

individuals. Equality of privilege implies equality of moral

obligation. Property has its duties as well as its rights ; and if

the property which to-day is in the hands of an individual is
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transferred to-morrow into the possession of a thousand indi-

viduals, would it not carry with it the same amount of moral

obligation ? Would not the possession of the property demand

from the company the same duties towards their servants, their

fellow-citizens, their country, and their God, which it previously

demanded from the individual ? and would they not be equally

bound to the exercise of justice, kindness, benevolence, and

patriotism ? The success of public companies is often at the

expense of individuals. Ought they not, then, to be called upou

to perform the social duties of the classes they have annihilated ?

On these principles the legislatures of all countries have im-

posed on public companies the same duties as on individuals

;

and in case of violations of its laws, have rendered them subject

to the same penalties. They have thus been recognised as

moral agents.

2. Public companies are capable of sustaining many social

relations which are the foundation of moral duties.

The social relations of public companies are various. They
may be buyers or sellers—debtors or creditors—they may employ
others, or be employed themselves—they may be receivers or

bestowers of favour—they may be friends or enemies, neighbours

or strangers—they may be wealthy or indigent—in prosperity or

adversity—they may be influential or otherwise—they may be

plaintiffs or defendants in a court of law, or be the accusing or

the accused party in a criminal court. Every relationship

implies a corresponding duty; and we contend that public

companies, in any of these relative positions, are bound to

perform the same duties which the same relations would impose

upon individuals.

3. Public companies sustain those relations to the Deity

which imply an obligation to the performance of moral and
religious duties.

We have considered public companies in their relation to the

community in which they are established—in relations they may
sustain to individual members of that or any other community

;

we shall now consider them in their relation to the Deity. This

forms the chief ground of moral and religious duty. Their

relation i.o the Deity is a relation of dependence. It will not

be denied, that for every talent necessary to conduct their

operations, and for all tlae success which may attend their

exertions, public bodies are as dependent as individuals upon the
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kindness of Providence. Every good and every perfect gift

Cometh down from the Father of Light* Their relation to the
Deity is also a relation of obligation. Tliey have received
favours—as recipients of favours it is their duty to be grateful,

and this duty is the more obligatory in proportion to the greatness
and condescension of their Benefactor. Their relation to the
Deity is also a relation of responsibility. They possess wealth

—

influence—power. Providence never bestows these talents,

without holding the parties on whom they are bestowed respon-

sible for their proper use. Those who duly improve the talents

with which Providence has entrusted them, will have those

talents increased, and be rewarded by the Divine approbation.

Those who neglect to use these talents, are held responsible for

their neglect, and will be punished for their inactivity.f We
have no reason to suppose that public companies are excluded

from the general rules of the Divine administration. As far,

then, as they are endowed with the same talents as individuals,

so far must they be considered as subject to the same respon-

sibilities. From these considerations we infer, that public

companies, like individuals, are moral agents.

4. Public companies are analogous to other collective bodies

who are acknowledged to be moral agents.

It will not be denied that a nation may declare an unjust war

—may carry it on in a cruel manner—may treat a conquered

nation with oppression, or may conduct a treaty of peace with

duplicity and fraud. Nor will it be denied, that a nation may
become immoral by the extinction of moral feeling in its rulers,

and throughout the population.

If, then, nations are capable of performing virtuous or vicious

actions, then are they moral agents ; to be rewarded or punished

according to their actions.

The Jewish history presents the most remarkable instance on

record of a nation being rewarded for their righteousness and

punished for their disobedience. The nations -they conquered

were subjected to the same discipline, and it is expressly stated

that those nations were punished for their sins. And those who

have studied the philosophy of history will have observed, that

nations have risen and fallen in political greatness as they have

risen and fallen in their observance of the principles of morality

and reKgion.

* James i. 17. t L«ke xix. 13-26.
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On this subject we might quote the language of historians,

of moralists, of philosophers, and of theologians ; but we prefer

citing the language of a monarch, especially as that monarch is

our own. Suirounded by her nobles, her senators, her councillors,

her judges, her generals, and her admirals—Queen Victoria has

declared from the throne, " Eeligious and moeal peinciples

AEE THE SUEEST FOUNDATION OE CUE SECDEITY AND HAP-

PINESS."

As, then, large bodies of men, like nations, are rewarded or

punished in their collective capacity, for their virtuous or vicious

actions, it would seem to follow, that smaller bodies of men,

like public companies, may be subjected to the same moral

discipline.

A public company, like a nation, is composed of a number of

individuals who have a government for the regulation of their

affairs, aiid whose acts are considered as the acts of the whole

body. It is true that a public company is composed of a smaller

number of persons than a nation, but that cannot affect the

moral character of its actions. It is also true, that while a

nation must always act through its government, a public

company may, and often does, at the general meeting of its

shareholders, act independently of its government ; but neither

can this alter its moral agency, for whether the form of govern-

ment be aristocratical or democratical, the duties of a nation, or

of a public company, remain the same.*

In opposition to this doctrine, it may be contended that, to

render public bodies of men responsible in their collective

capacity, would be destructive of personal or individual respon-

sibility. But this is not the case. A nation may be punished

for its national crimes, and yet the individual who may have

caused these crimes may sustain an individual punishment.

Thus Jeroboam, Ahab, and other kings of Israel, were indi-

vidually punished, while, at the same time, the nation was also

punished in its collective capacity. So a public company may
be punished or rewarded for its actions while, at the same time,

any individual who caused these actions may also be personally

rewarded or punished. It may too be objected, that if a public

company is to be punished, as such, for its acts, then all the

* In this discussion we consider public companies as corporations, and inquire

what duties they, as corporations, owe to other parties. The several duties of

directors, officers, and shareholders, do not lie within the range of our inquiries.
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partners would share in the punishment, though many of them
may have been quite innocent of the crime, To this we answer,

that the same objection would apply to the doctrine of national

responsibility.* It is not possible, in the case of a large body of

men, for every individual to take part in its actions. The act

of the authorized government, or of the majority of the members,

must be regarded as the act of the whole community, and every

individual must share in the prosperity or adversity resulting

from such acts.

It may further be observed, that it is not inconsistent with the

principles of the Divine government for persons to suffer for the

wickedness, or to be rewarded for the righteousness, of those with

whom they are socially connected.

In our own day, we witness numerous instances of children

possessing wealth, mental cultivation, and influence in society

through the virtues of their parents. And, also, not a few cases

of children being reduced to poverty and degradation through

the vices of their parents. Children suffer through the conduct

of their parents, and parents through the conduct of their

children ; masters by their servants, and servants by their

masters. In fact, it is not possible for any individual, however

obscure, to be either virtuous or vicious, without in some way
promoting the happiness or misery of some person besides

himself. It is, therefore, no valid objection to the doctrine of

the moral responsibility of public companies, that it renders all

the partners answerable for the conduct of the majority. In

fact, human governments act upon this principle. If any

company were to incur penalties to the state, those penalties

would be enforced against the whole property of the company,

though many individual partners might be quite unconscious of

the offence by which those penalties were incurred.

The doctrine of collective responsibility in the present world

might be still further confirmed by references to the punish-

* The logical reader need not be reminded, that in arguments from analogy it

is a sufficient answer to an objection to show that the objection applies with

equal force to the doctrine from which the analogy is drawn. Thns, in the

text, the moral responsibility of nations is assumed as admitted by all parties,

and, therefore, requiring no further proof. From the resemblance or analogy

between the two cases, we infer the moral responsibility of public companies. It

is, therefore, a sufficient answer to any objection against the latter doctrine,

to show that it will equally apply to the foimer. Indeed, the more numerous the

objections, if they will apply equally in both cases, the more the argument is

strengthened, as they are confirmatory of the soundness of the analogy.
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ments inflicted on particular cities. We will refer only to

NineTeh and Jerusalem. In the former case an act of general

humiliation obtained a remission, or at least a postponement,

of the punishment due to their wickedness ; and in the latter,

their sin in rejecting the Gospel was visited with a signal

punishment.

Before quitting this branch of our inquiry, we may notice one

practical application of the doctrine of collective responsibility.

It is, that every individual member of a public body, whether a

nation, a family, or a company, should induce that body to wal^

in the path of uprightness. For should they not do so, he will

have to bear a portion of the collective punishment, though he

may not personally have taken any active part in the crime.*

Secondly.—Having shown that public companies are moral

agents, and consequently bound to the performance of certain

duties, we shall now inquire what are those duties which, as

moral agents, public companies are bound to perform ?

We shall not attempt to enumerate all these duties, but

merely make a selection of the most important, and these we
shall classify as, I. The duties of patriotism. II. The duties of

social relationship. III. The duties of religion. IV. The duties

of benevolence.

I. The duties of patriotism.

By the duties of patriotism, we mean those duties which a

public company owes to the state. Patriotism is the love of

one's country, or more properly the love of one's nation. Public

spirit is a willingness to sacrifice a portion of one's time,

property, or comfort, to promote the happiness of one's fellow-

citizens. These are duties obligatory on every citizen,t and
consequently binding on every collective body of citizens. We
repudiate the doctrine that a public company has only to attend

to the interest of its proprietors, regardless of the effect its

measures may have on the public weal. This would be a
violation of duty on the part of an individual, and still more so

on the part of a public company. For they have received from
the Legislature special privileges to enable them to carry on
their operations. These privileges have been granted with a
view to the promotion of the public interest. If, then, these

privileges are employed to the injury of the public, then is

* Matt. xxiT. 19. + Ps. cxxxvii. ; Neh i. 4 ; ii. 3 ; Eom. ix. 3.
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there not merely a violation of the duty of citizenship, but a
farther violation of duty by the misapplication of privileges .

conferred by the Legislature. " Unto whomsoever much is

given, of him shall be much required ; and to whom men have
committed much, of him they will ask the more."* In propor-

tion as the Legislature has conferred privileges, in such propor-

tion it may be expected that they who have received these

privileges, will be active in promoting the public interest. The
possession of privileges implies an increased obligation to perform

certain duties.

The first of these duties is to obey the laws. A public com-
pany should abstain from smuggling and all other illicit pro-

ceedings—should make correct returns to Government, and pay

its fair proportion of the property-tax, and of all other duties.

Another duty is to enforce the laws upon others. Individuals

sometimes abstain from prosecuting frauds upon themselves,

from a misapplied feeling of compassion, au unwillingness to

incur odium, or the fear of expense ; but none of these feeling^

are suflScient to justify a public company in abstaining from this

duty. Such a course is injurious to the public, by holding out

inducements to the commission of similar crimes. It is also the

duty of public companies to support the cause of order and of

due submission to constituted authorities—the rights of property

—the supremacy of the law—the impartial administration of

public justice—and to honour the constitutioDal government of

the country, by whatever party it may be administered.

Another duty is to conduct the affairs of the company on such

a liberal, yet prudent scale of expense, as shall afford encourage-

ment to the industry, ti'ade, and fine arts of the country.

Solomon says, " Prepare thy work without, and make it fit for

thyself in the field, and afterwards build thine house."t Which

means, if we understand it rightly, " Get your money before you

spend it, but having got it, live in a scale of expense correspond-

in" to your means—afterwards build thine house." Individuals

may be justified in living much within their means, in order to

provide for old age, or for the proper settlement of their children ;

but public companies cannot have such motives for conducting

their establishments with an unsuitable economy. But, above

all, it is the duty of a public company to maintain, in all its

transactions, a high-toned morality. "Righteousness exaltcth

* Luke xii. 48. f Prov. xxiv. 27.

2 p
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a nation."* A departure from moral rectitude is altogether

inexcusable in a public company. As all their actions are

presumed to be the result of previous deliberation, they cannot

plead in excuse, as individuals do, the power of passion, the

impulse of the moment, or the force of habit. In proportion to

the weakness, or the absence of temptation, in such proportion

would their conduct be the more criminal ;t while their wealth

and influence would render their example more extensively

injurious to the public morality. If parties of high station in

society depart from the strict rule of duty, those of inferior

station will deviate still more widely. " If a ruler hearken to

lies, all his servants are wicked.''^

II. The duties of social relationship.

The social duties of public companies are the same as those of

individuals who maintain the same relations. These duties are

clearly stated in the Holy Scriptures. The Bible is a code of

Jaws—not a book of adjudged cases. It lays down the principles

of human actions, but leaves the application of these principles

to the dictates of reason and of conscience. We might read

through the Bible-, and not find a chapter headed " The duties of

public companies." In this case we endeavour to ascertain, in

the first place, what are the duties of individuals. Then we take

the principles of these duties and apply them to the acts of

public companies. The principles of moral duty undergo no

change ; but the circumstances of human society are perpetually

changing, and hence the correct application of these principles

is sometimes a matter of difficulty. We shall here, in the first

place, state, in the language of Scripture, the principles of some
of our social relationships, and then make a practical application

of them. There are doubtless other principles we have not

mentioned, and those we have mentioned may be applied, and
are applied, in practice, to many other cases besides those

specified.

1. These are the thi^)[gs that ye shall do :
" Speak ye every

MAN THE TRUTH to his neighbour, execute the judgment of

peace and truth in your gates, and let none of you imagine
evil in your hearts against his neighbour, and love no false oath

;

for all these are things that I hate, saith the Lord." §

* Prov. xiv. 34. f Prov. vi. 30.

X Prov. xxix 12. § Zeoh. viii. 16, 17.
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Insert bo erroneous statements in your prospectus ; make no
incorrect calculations in order to deceive a parliamentary com-
mittee; circulate no unfounded rumours for the purpose of
affecting the market value of your shares ; and let your annual
reports contain nothing but the truth.

2. Be honest and upright in all your dealings, let your charges
be fair and just, and be sincere and straightforward in all your
pecuniary transactions.

All promises or engagements must be faithfully kept, even
when the performance is injurious to the interests of the com-
pany.

If any of the servants of a public company are found wanting
in integrity, they should immediately be dismissed, and on no
account be reinstated. And if any of their professional agents
act dishonestly, even to benefit the company, they should not
be employed again.

3. Banking companies should not take the accounts of dis-

reputable parties ; and a fraudulent bankrupt should not be
allowed to reopen his account, even should he plead that, al-

though he had cheated all his other creditors, he had not cheated

his banker. In making advances, banking companies should

consider the moral character of the party with whom they deal,

as an element of their security, and should more readily afford

accommodation to parties having such a character than to those

who are without it.

Public companies should do nothing that would be considered

dishonourable or disreputable in an individual member of the

company. The moral character of an action cannot be changed

by the number of persons who may commit it. Public com-

panies should not listen to plans and schemes proposed for their

adoption by parties known to be deficient in moral principle

;

nor should they hire agents to do what they would not do them-

selves.

4. Public companies should not speak imjustly or unkindly

of each other. But this does not prohibit their speaking the

TEUTH of each other on proper occasions, even when the truth

may be unpleasant or injurious to the party about whom it is

spoken. It may sometimes become the duty of a respectable

and honourable company to expose the fraudulent and deceitful

practices of other companies : we are not forbidden to bear wit-

ness—but only fake witness—against our neighbour.

2 p 2



580 Duties of Banking Companies.

5. A public company should not meddle witli politics, nor

let the influence of the company be employed to produce any

political change. It should not too frequently change the prin-

ciples and maxims of its own government. Fixed rules and

regulations are to a public company what habits are to an

individual : they insure a uniformity of conduct, and are equally

essential to success. A steady adherence to fixed principles is

the surest road to prosperity. A restless discontent with mode-

rate profits, and an attempt to get suddenly rich, by reckless

speculation, has been the ruin of many companies as well as

individuals. Nor should they change too often the terms on

which they transact business with the public, as that occasions

much inconvenience. Nor change too frequently the rate of

their dividend, as that may lead to gambling in their shares.

Better pay always the same rate of dividend, and let the surplus

profit of one year be placed to a reserved fund to supply the

deficiencies of future years.

6. In cases of dispute or litigation, do not let your judgment

be blinded by self interest ; but judge impartially, and do unto

others as, in a similar case, you would wish to be done unto

yourself. Use no means of hostility, or annoyance, or rivalry

towards other companies which you would condemn as unjust or

unfair were they used against yourself. Eecommend to others

no schemes, or speculations, or investments, in which you would

not be willing to take any share yourself. Give no false testi-

monials of character, so as to induce others to employ parties

whom you would not employ yourself. If you have received

favours from other companies, or from individuals, do not let

your thankfulness evaporate in mere votes of thanks, or acclama-

tions of applause, but render to others the same tokens of grati-

tude which, under the same circumstances, you would expect to

receive yourself: "All things whatsoever ye would that men
should do unto you, do ye even so to them, for this is the law

and the prophets."*

7. If there be a run on a banking company, the rival banking
companies should render assistance, and not suffer a solvent bank
to stop payment for want of temporary support. All hostile

companies should render assistance to each other on the occur-

rence of calamities, to which all are liable. A railway company
should not rejoice when accidents occur on a rival line ; nor a

* Matt. vii. 12.
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bankiag company when a rival bank has made a large amount
of bad debts ; nor an assurance society when extensive fires or

numerous deaths have absorbed the funds of a rival society ; nor

a mining association when accidents have damaged the mines

belonging to a rival association.

8. Do what is just though the law may not require it, and
never have recourse to a legal quibble in order to baffle a just

demand. Public companies should employ none but honourable

men to plead any cause in which they may be engaged. Ad-
vocates who are noted for legal quibbling, attacking private

character, or browbeating witnesses, should not be engaged;

and, more especially, the sta/ndmg counsel of a public company

should be a man of high moral and religious principles.

9. All the servants of the company who come into communi-

cation with the public should be instructed to behave with the

utmost courtesy ; and if they do so, they are entitled to courtesy

in return. No shareholder should address a servant of the com-

pany as if he were his own individual servant ; nor should he, in

his transactions with the company, expect any undue attention

or preference on account of his being a shareholder. When a

company has occasion, in its annual report or public documents,

to refer to the proceedings of other companies, it should always

be done in, the language of courtesy.

Be fitiful {full offiiy).—In some cases life policies become

forfeited through the inability of the parties to pay the pre-

miums, and sometimes by the party meeting his death in a way

that deprives his relations of aU claim on the company. In

cases like these, insurance companies should take all the cir-

cumstances into consideration, and he fitifvl. When an honest

tradesman fails, and his creditors agree to take a composition,

the banking company should not refuse to accept the terms

proposed, but should le pitiful. When the servant of a company

has inadvertently committed an error, not involving any moral

delinquency, let him not be too hastily dismissed, and thus

placed for life in a lower condition, but le fUiful. When ser-

vants of the company, from sickness or old age, have become

less effective than formerly, let arrangements be made for ren-

dering their duties proportionate to their diminished strength.

EecoUect they were once young and healthy, and you had then

the benefit of their services—do not treat them harshly now.

Be 'pitiful.
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10. " Use hospitalUy one to another, without grudging."*

It is proper that public companies, on particular oecasions,

such, for example, as the opening of a new line by a railway-

company, should entertain their friends and others connected

with the company. Also, that the companies should use hospi-

tality " one towards another." Social intercourse tends to pro-

mote friendly feelings; and a friendly feeling between the

principal officers and members of different companies tends to

promote a friendly feeling between the companies themselves.

It is also a good practice to give an annual dinner to all the

servants of the company. The words " without grudging " may

suggest, that when the company can afford it, these entertain-

ments should be given in a rather handsome style, without a

too strict regard to economy. On these festive occasions, the

humbler servants and others connected with the company should

not be forgotten. " When thou makest a feast, call the poor,

the maimed, the lame, the blind. And thou shalt be blessed,

for they cannot recompense thee, for thou shalt be recompensed

at the resurrection of the just."t

11. " Thou shalt not oppress a stranger, for ye know the heart

of a stranger, seeing ye were strangers in the land of Egypt."J

The principle of this suggestion is, that we ought to have com-

passion for all those who are in the same difficulties in which we
formerly were ourselves. Those whom Providence has raised to

a higher station than they or their fathers occupied, should

entertain kindly feelings towards those who belong to the class

from whence they have sprung. The same rule applies to public

companies. Those which have overcome the difficulties of their

formation, and become prosperous, should not employ any

vexatious or oppressive means of preventing the growth of

similar companies. Knowing the anxieties they experienced

from the difficulties they had to encounter, they should not

inflict similar anxieties upon others. Moses often enforces the

duty of kindness towards servants and strangers, by reminding
the Israelites that they had been strangers and bondsmen in the

land of Egypt. In questions of morals, it is generally a safe

guide to a correct judgment to put ourselves in the position of

others, and to inquire what would then be our own feelings, and
what kind of conduct we should wish, under such circumstances,

to be adopted towards ourselves ? In the decision of such cases,

' 1 Pet. iv. 9. t Liike xiv. 13, 14. | Exod. xxiii. 9.
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it usually appears that the cultivation of the moral feelings has

improved the intellectual faculties. A sound heart is less likely

to go astray than a clever head. " The entrance of thy words

giveth light : it giveth understanding unto the simple."*

12. " Masters, give mdo yow servants that which is just and

equal, knowing that ye also have a Master in heaven."t

Be just in your appointrnsnts, and select those who are the

most worthy and the best qualified for the duties they will have

to discharge. JBe just in the amount of your remuneration;

recollect that many of the servants of public companies have

greater trusts and heavier responsibilities than the servants of

individuals ; and in this case, it is just and equal that they be

rewarded accordingly. Be just in yowr promotions, and let not

merit be supplanted by patronage or favouritism. Be just in

the quantity of labour you exact. Appoint a sufficient number of

servants to do the work easily. Do not compel them to keep

late hours, nor refuse reasonable holidays, for the purposes of

.health and recreation. Be just in your reproofs. " Forbear

threatening.":f Let not your censures or your punishments be

more than proportionate to the offence ; and be as ready at all

times to acknowledge the merits of your servants as to notice

their defects. Be just in your pensions,—let your aged and

worn-out servants be treated with respect and liberality.

EecoUect they were once young and healthy, and you had then

the benefit of their services—do not treat them harshly now.

All complaints, and all applications for increased remuneration

or privileges, from the servants of public companies, shoulr)

receive mature consideration ; and all refusals should be given

with kindness and* courtesy. Job, when reduced to distress,

consoled himseK with the reflection, that in his former pros-

perity, when he was the greatest of all the men of the East,§

he had not despised the cause of his man-servant or his maid-

servant when they contended with him. Moses enacted, " Thou

shalt not muzzle the ox when he treadeth out the corn;"|l and

St. Paul has twice quoted this enactment,1[ to inculcate the

lesson that we ought not to stint the remuneration, nor even the

enjoyments of those by whose labour we profit. There is some-

thing touching in the following text :—" A certain centurion's

* Fs. cxix. 130. t Col. iv. 1.

X Bph. vi. 9. § Job xxxi. 13.

i| Deut. XXV. 4. t 1 Cor. ix. 9 ; 1 Tim. v. 18.
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servant, who was dear unto Mm, was sick, and ready to die ;"*

and the Psalmist has given us a lovely exhibition of the Divine

character in the words, " He hath pleasure in the prosperity of

his servant."!

Public companies have a right to expect that their servants

should not only be obedient during the official hours of business,

but that at all times their conduct should be such as wUl be

reputable to the company,—attempting to " please them well in

all things,"—" not answering again "—not objecting to obey any

lawful commands—"not purloming, but showing all good

fidelity,"—not misapplying the property with which they are

entrusted, not suffering the company to be defrauded or damaged

by other parties. " That they may adorn the doctrine of God

our Saviour in all things :" the servants of a public company are

exposed to observation and criticism, and its honourable reputa-

tion in the world will be affected by the estimate that may be

formed of their moral and religious character. Christian prin-

ciple is of more importance than brilliant talents, and is more

highly respected, even by the ungodly. The personal character

of its servants is sometimes of greater value to a company than

their personal services, and can less easily be replaced. They

adorn the doctrine of Christianity when, from Christian motives,

they practise those virtues which are suitable to their several

stations.

14. " Pure religion and undefiled before God and the Father

is this, to visit the fatherless and widows in their affiicfion, and

to keep himself unspotted from the world.":]:

Establish a fund for the relief of the widows and children of

the servants of the company. Such a fund is established by the

Bank of England, in the army and elsewhere, and why not by

all large companies? Mining and railway companies should

relieve the widows and children of those who meet with accidents

in their respective works. The word visit implies, that this

relief should be generous and kind; and the words, in their

affliction, may suggest that it ought to be prompt and immediate,

not postponed till after their affliction.

15. "As we have opportunity, let us do good unto all men,

especially unto them who are of the household of faith."§

Let all your arrangements be adapted to promote the public

* Luke vii. 2. f Ps. xxxv. 27.

X James i. 27. § Gal. v. 10.
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good, and more especially to benefit the moral and religious

portion of the community. " He that diligently seeketh good
procureth favour ; but he that seeketh mischief, it shall come
unto him."*

III. Having considered the duties of patriotism, and the

duties of social relationship, we now come to the duties of

religion.

By the duties of religion we mean the duties we owe directly

to God. Those which are most applicable to public companies

are, to acknowledge the hand of God—to promote his worship

—

and to reverence his Sabbaths.

In ancient Eome the merchants and bankers had a public

procession every year to the temple of Mercury—who, by a

strange association, was regarded as the god of merchants and

of bankers, of thieves and of eloquence—to offer sacrifices for

the blessings they had received ; and, as the satirists said, to ask

forgiveness for all the frauds and tricks they had practised in

• their trade during the past year.

In the Middle Ages, the public companies then formed took

mottoes, many of which were expressive of religious feelings.

Thus if we cast our eyes on our Eoyal Exchange, we shall see

that the City motto is, " Domine, dirigo nos," and that of the

Mercers' Company is " Honor Deo." This would not be con-

sistent with the manners of the present age, though we believe

our public companies are as much disposed to implore Divine

direction, and to render to God the honour of their success, as

were any of the associations of former days.

We are not friendly to the introduction of religious matters,

either by individuals or public bodies, into secular intercourse.

We have no wish that our business meetings should commence

with prayer, and conclude with the doxology. But surely there

must be some way in which a public company may, consistently

with our national character, and the manners of the age, express

its reliance on Divine Providence, and its gratitude for the

favours which Providence has conferred. Is there no way in

which a public company may virtually utter the sentiments so

beautifully expressed by David :

—

" David blessed the Lord before all the congregation : and said, Blessed

be thou, Lord God of Israel our father, for ever and ever. Thine, Lord,

* Prov. xi. 27.
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is the greatness, and the power, and the glory, and the victory, and the

majesty : for all that is in the heaven and in the earth is thine ; thine is

the kingdom, Lord, and thou art exalted as head above all. Both

riches and honour come of thee, and thou reignest over all ; and in thine

hand is power and might ; and in thine hand it is to make great, and to

give strength unto all. Now therefore, our God, we thank thee, and praise

thy glorious name. But who am I, and what is my people, that we should

be able to offer so willingly after this sort ? for all things come of thee,

and of thine own have we given thee ?"*

Another religious duty is, to support the public worship of

God. Human legislation can enforce a small portion only of

the moral and religious duties of mankind, and can never inter-

fere until vice has grown into crime.t Eeligion extends her

sway, not only over all the actions of man, but over the motives

and springs of action.J Eeligious and moral principles implanted

in the mind of the community are the only security for the per-

formance of religious and moral duties, and the only means of

acquiring the happiness which the performance of these duties

tends to produce.

While we maintain, in the words of our motto, that " property

has its duties as well as its rights," we maintain, with equal

firmness, that property has its rights as well as its duties, and

they who disregard its rights have no claim on the performance

of its duties. But though the rights of property are as sacred

as any other rights,§ yet they are the first to be disregarded

among an immoral or an irreligious population. As a portion of

the property class, therefore, public companies should support

the extension of moral and religious principles, as a means of

securing the safe and quiet enjoyment of their possessions. The
maintenance of the public worship of God is one means of

extending the knowledge and influence of these principles.

But apart from motives of interest, it is no less the duty of

public companies, than of individuals, to promote the honour of

* 1 Chiou. xxix. 10-14.

t Some writers on moral philosophy have divided the social rights of man
into perfect and imperfect. The perfect rights can be enforced by human laws.

The enactments referring to these rights are generally expressed in a negative

form: "Tliou shalt not kill;" "Thou shalt not steal." The imperfect rights

cannot be enforced perfectly by human laws. These enactments are generally
positive. " Honour thy father and thy mother ;" " Thou shalt love thy neighbour
as thyself." The fourth commandment has one of each kind :

•' Then shalt do no
manner of work ;" " Remember the Sabbath day to keep it holy."

X Exod XX. 17 ; Mutt. xv. 19. § Mark. x. 19.



Duties of Banking Companies. 587

their Creator and Benefactor ; and to diffuse among others

those blessings that attend the discharge of religious obligations.

Public companies should not only give to all their servants

the means of attending public worship, but they should also

contribute towards its support in the district in which their

operations are carried on. The houses and the lands they occupy,

if not held by them, would probably be occupied by others who
would thus contribute. It is, therefore, as much their duty as

it is the duty of the other parishioners to provide the means of

religious instruction for their neighbours. Contributions towards

this object may not only be a suitable way of performing the

duty to which we have referred,—that of acknowledging their

obligations to the Divine Being, and of extending those prin-

ciples by which their own property is rendered more secure,

—

but also of promoting the piety, and, consequently, the happiness,

of all the members of the community, and of discharging a duty

to which is distinctly attached the promise of temporal prosperity.

" Bring ye all the tithes into the storehouse, that there may be

meat in mine house, and prove me now herewith, saith the Lord

of hosts, if I will not open you the windows of heaven, and pour

you out a blessing, that there shall not be room enough to

receive it."*

Another religious duty is to reverence the Sabbath-day.

Viewed only with reference to the present life, the institution

of the Sabbath-day is one of the greatest blessings that religion

has conferred upon man.

The design of the Sabbath is to insure an interval of bodily

repose, more especially for the humbler classes of society ;t to

change the current of thought, and thus to preserve the mental

powers in a state of vigour and freshness ; to give leisure for

reflection, and thus enable man to look above him, and around

him, and within him, and consider his own character and destiny

;

and to furnish opportunity for the discharge of those duties of

piety, of kindness, and of benevolence, which devolve upon him

as a moral and religious being.

The institution of the Sabbath-day must not be regarded as

diminishing the produce of annual labour. By improving the

habits, and invigorating the mental powers, it increases the

annual produce of labour, both in regard to nations and indivi-

duals. The labour of the Sunday tends not to wealth. It is

* Mai. iii. 10. t Deut. v. 14.
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not the man who " adds Sunday to the week " of toil, who em-

ploys that holy day in attending to his ordinary business or in

making up his books—no, it is not he who is in the surest road

to riches. It is the man who, when the Sunday dawns, feels his

mind expand with new and exhilarating and ennobling associa-

tions ; who, accompanied by his family, appropriately attired,

pays his morning homage in the temple of religion, and passes

the remainder of the day in works of charity or piety, or in in-

nocent relaxations corresponding with the sanctity of the day

—

that is the man who, by improving the intellectual, the moral,

and the social faculties of his mind, is adopting the surest

means of acquiring wealth and respectability in the world.

They greatly err who imagine they are pleading the cause of

the poor wlien they endeavour to remove the religious sanctions

of the Sabbath-day. Should the mass of the population once

entertain the impression that the observance of the Sunday is

not required by religion, but is merely a matter of convenience

or expediency, the poor will then have no security for cessation

from toil. Reasons will soon be found, based apparently upon
a regard for tlie poor, for increasing their labour. Let the Sun-

day be regarded no longer as a day of devotion, but merely as

a day of pleasure, and it will soon become a day of toil.

IV. The last class of duties are the duties of benevolence.

By the duties of benevolence, we mean the duties we owe to

the poor.

Throughout both the Old and the New Testament there is no

duty more frequently enforced than this—nor one to the per-

formance of which there is attached so many promises of tem-

poral prosperity.

The rule by which public companies, as well as individuals,

should regulate the amount of their contributions to religious

and charitable purposes, is distinctly laid down in the Holy
Scriptures—it is their ability.

"^very man shall give as he is able, according to the blessing of the
Lord thy God, which he hath given thee.*—Thou shalt truly tithe all the
increase of thy seed, that the field bringeth forth year by year.t—Upon
the first day of the week let every one of you lay by him in store, as God
hath prospered him."J

The spirit of these instructions appears to be, that public

companies should devote to religious and charitable purposes a

* Deut. xvi( 17. t Dout. xiv. 22. | 1 Cor. xvi. 2.
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certain proponion of their annual profits. What that propor-

tion should be, must be determined by each individual com-
pany. All public companies have the advantage, of knowing
the exact amount of their annual gains. " Be thou diligent

to know the state of thy flocks, and look well to thy herds."

The principle of this injunction is—balance your books every

half-year, in order to ascertain the state of your affairs, and
the amount of your profits. In all cases we think it better that

a fixed sum should be set apart at the commencement of tlie

year, rather than the amount should be regulated by the capride

of the moment. We think it a good practice, even for indivi-

duals, and especially for young men commencing life, to deter-

mine, like Jacob,* that a certain part of their future gains

should be devoted to the cause of piety and benevolence. We
are not friendly to religious vows, but we think every prudent

man (and public companies are presumed to be assemblies of

prudent men) should have fixed principles of action, and not

let his discharge of pious and charitable duties depend on the

impulse of the moment. " Every man according as he purposeth

in his heart so let him give, not grudgingly or of necessity, for

God loveth a cheerful giver."t This language seems to imply

that the amount devoted to acts of charity should be the result

of previous deliberation, and that those who have fixed the

amount by a previous purpose, give with more cheerfulness than

those whose minds present on every occasion a conflict between

the suggestions of liberality and those of selfishness, and who

grudgingly comply with the solicitations of others, or give as a

necessity imposed on them by their social position.

We are no advocates for indiscriminate charity. We think

that men of business (and of such our public companies are

usually composed) should show the same prudence in the ex-

ercise of their charity as they would on other occasions ; they

should endeavour to ascertain the way of doing the most good

with equal means, and look to the remote as well as to the im-

mediate effects of their benevolence.

The first claim on their liberality is that of the parish or

district in which the company conducts its operations. As the

locality, if not occupied by a company, would probably be occu-

pied by individuals, the company is morally bound to subscribe

to the local charities as liberally as would be done by individuals

* Gen. xxviii. 22. t 2 Oor. ix. 7.
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of equal wealth. Another claim is, that of charities wliose

object has some connection with the object of the company, or

which would relieve the distress of parties employed by the

company.

There are also extraordinary cases, wherein, by a sudden

visitation of Providence, there is general distress ; such as

when, by a revulsion of trade, large masses of men are thrown

out of employment ; or the occurrence of famine, pestilence, or

fire. In these cases the appeal is not made to us in our local

or professional character, but to our national feeling, or to our

common humanity ; and then public companies have the same

duties to perform as would fall upon individuals of equal wealth.

On the other hand, there are occasions wherein private charity

is more useful than public charity ; and it may become the

duty of public bodies, as well as of individuals, to exercise their

benevolence in secret.*

But it is not necessary that kindness to the poor should

always take the form of almsgiving. It is often better to pre-

vent poverty than to relieve it,—to give employment rather

than money,—to grant a loan, than to bestow alms. And some-

times public compauies can so construct their business arrange-

ments, as, without any pecuniary sacrifice, greatly to promote

the interest and the comfort of the humbler classes of the com-

munity. Public companies should also co-operate in endea-

vouring to raise the social condition of the poor, by diminishing

the hours of labour, by relieving women and cliildren from un-

suitable or oppressive toil, and by extending among the rising

population the benefits of religious education.

To remove the ignorance of the poor is a duty not less im-

portant than to relieve their distress.

The God of the Bible is described as " the God of know-

ledge ;" t and he has implanted in the minds of his creatures a

" Matt. vi. 1-4. It appeals to us, that cne of the least useful modes of

benefiting the poor is that of permanent endowments. It seems much better

that lOOOl. were distributed immediately to the poor, than that this sum were
invested in the Funds, and the interest doled out to the poor of distant generations.

Let the benevolence of the present age relieve the distress of the present age ;

and let us hope that the benevolence of future ages will be equal to our own, and
equally commensurate with the distress which may then exist. This immediate
and broadcast charity seems to answer best to the scriptural description : " He
hath dispersed abroad ; he hath given to the poor ; his righteousness [not his

legacies] endureth for ever.''—Ps. cxii. 9; 2 Coi-. ix. 9.

t 1 Sam. ii. 3.



Duties of Banking Companies. 591

faculty for acquiring and increasing knowledge. The exercise

and improvement of this faculty is as much a duty as the im-

provement of any other talent with which we are entrusted.

Aud from the clairns of our common humanity, and from the

relation we all sustain to the same Creator,* it becomes our

duty also to aid others in their pursuit of knowledge. The cul-

tivation of our intellectual faculties does not diminish, but in-

creases and refines our physical comforts—augments our social

pleasure, by imparting to each individual additional claims to

regard—exalts our devotional feelings, by unlocking more of the

wisdom and goodness manifested in the works of God—and

while the amiable, though injurious, aberrations of the moral

and religious feelings are controlled by the judgment, the ad-

judications of reason on moral and religious questions are aided

and guided by an instructed and enlightened conscience. It is

quite possible for all these advantages to be extended to every

individual in the community.

It is peculiarly the duty and the interest of the rich to educate

the poor ; the morals of their children, and the comfort of their

families, depend much on the religious education of their

servants. Among an educated population, the rights of pro-

perty—^the effects of capital on the demand for labour, and the

useful tendency of what are called luxuries—and the necessity

for order and subordination in the state, will be better under-

stood. In proportion as the mass of the population are in-

structed, will be the amount of national happiness and pros-

perity. Mighty is the monarch, great is the statesman, who

can direct the united energies of a nation of cultivated minds.

The education of the poor is a duty even more incumbent upon

public companies than upon individuals. For it is to the inven-

tions and improvements in science, often made by persons of the

working class, that many of them owe thei!r existence. Im-

provements in the application of steam have produced most of

our present mining, and steamboat, and railway companies.

Increased attention to statistics and the laws of mortality has

multiplied our insurance companies. The general principle on

which all our companies are founded—the power of association

—is itself the offspring of modern science. Our public com-

panies are triumphs of mind ; they denote a high degree of

civilization, and exhibit most strikingly the command of man

* Mai. ii. 10 ; Acts xvii. 26.
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over the elements of nature, as well as over the beasts of the

field, and his power in compelling the inert properties of matter

to become the active ministers of his will.

Great is the debt of gratitude due by all our public companies

to the cause of mental cultivation ; and when these companies

are computing the annual gains which from this source they

have acquired, let them not forget that the Genius of Mental

Cultivation, supported by Benevolence, Patriotism, and Eeligion,

and attended by crowds of the uninstructed children of the

indigent, stands at their door, and humbly asks payment of a

portion of this debt.

Let them in part discharge this debt, by seeing that the

children of their labourers, and the people of the district, are

all supplied with the means of instruction. And afterwards,

let them patronise those societies which have for their object

the education of the children of the poor in other districts,

and throughout the land. They should also, as far as it can be

done with justice to others, give promotion to such of their

servants as devote their leisure to the cultivation of their

minds. The time is gone by when it was a reproach for a

young man to be bookish, as he was supposed to abstract

so much more time and attention from his official duties. It

is now well known that the general cultivation of the intel-

lectual powers renders them more effective in every opera-

tion in which they may be exercised. It is a great advantage

to a public company to have educated servants.* Their supe-

rior knowledge is always useful—the mental discipline they

have acquired improves their business habits—and, possessing

within themselves a constant source of enjoyment, they are the

less likely to indulge in those expensive pleasures which are the

usual temptation to neglect and dishonesty.

* " It seems likely that a movement will continue to be made in favour of

universal education. I tbinli it desirable that bank managers and brancb

managers should aid this movement in their respective loonlities, and shouhl

support generally, by their assistance and influence, the formation of literary

and scientific institutions. This would afford an outlet for any surplus energy of

character that might remain after the hours of business, and enable them to pro-

mote the public good, without taking part iu political or religious discussions.

They would acquire for themselves much pleasurable aad profitable amusement,
would add to the usefulness and respectability of their character in public

estimatiou, and thus be enabled to increase the influence of their respective

establisliments."

—

A further Extract from the Letter qiwted at page 372.
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SECTION VIII.

TEN minutes' ADTIOE ABOUT KEEPING A BANKER.

1. A Banker is a man who has an open shop, with proper

counters, clerks, and books, for receiving other people's money
in order to keep it safe, and return it upon demand.

2. The building or shop in which this business is carried on,

is usually called in London a " Banking-house," but in Scot-

land, and in the country parts of England, it is called a " Bank."

The word " bank " is also employed to denote the partnership

or company who carry on the business of banking. Thus we
say, the Bank of Scotland, the London and Westminster Bank,

the Bank of Messrs. Coutts & Co.

3. When a company of this kind does not consist of "more

than six or eight partners, it is called a " Private Bank ;" but

when the company consists of several hundred partners, it is

called in Scotland a " Public Bank," and in England a " Joint-

stock Bank."

4. A private bank is usually managed by one or more of

the partners, and all the partners are styled Bankers. A
public bank is managed by a principal officer, who is usually

styled a Manager. In England a bank-manager is not com-

monly called a banker ; but in Scotland all managers of banks,

and managers of branch banks, are called bankers. So mind,

when I use the work " banker," you may apply it to either a

private banker or to a bank-manager, whichever you please,

as my observations will be as applicable to one as to the other.

A banker is a man who carries on the business of banking

;

and whether he carries it on upon his own account, or as the

agent of a public company, it appears to me to make no

difference as to his claims to be called a banker.

5. It is the business of all these banks to receive other

people's money, and to return it upon demand. And when

any person puts money into one of these banks, he is said to

have opened an account with the bank ; and when he has thus

opened an account, and continues to put in and draw out money,

he is said to have a current account, or, in London phraseology,

" to keep a banker."

6 In Scotland almost every man has an account of some

2 Q
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sort with a bank. The rich man in trade has an account

because of the facility of conducting his operations : the rich

man out of trade has an account because he gets interest upon

his lodgments, and he keeps his money in the bank until he

has an opportunity of investing it elsewhere at a better rate

of interest. The middle class of people have an account

because of the conyenience of it, and because they obtain the

discount of their bills, and perhaps loans, on giving two sureties,

which are called cash credits. The poorer classes lodge their

small savings in the bank, because of the security, and because

they get interest on the sums which are lodged,

7. But in London the practice of keeping an account with

a bank is by no means so common as in Scotland. The

London private banks are banks only for the rich. The bankers

require that every person opening an account shall always have

a sum to his credit ; and if the sum thus kept is not what

they deem sufficient, they will close the account. Hence the

middle class of people in London have no banker at all, and

the poorer class lodge their money in the savings banks, where

they get interest, which they would not get from the London
banker. It should also be stated, that besides keeping a

sufficient balance, a party opening an account with a London
banker is expected to give a certain sum every year to the

clerks. This is called Christmas-money, and the object is

merely to enable the banker to pay a less salary to his clerks,

at the expense of his customers.

8. But within a few years, public or joint-stock banks have

been established in London. These banks, or at least some of

them, will allow you to open an account without promising

to keep a large balance, or even any balance at all, provided

you pay a small sum annually as a commission. This sum is

fixed when you open the account, and it is about the same
that you would be expected to give as Christmas-money to

the clerks of a private bank. Hence people of moderate in-

comes, and those who can employ the whole of their capital in

their business, are now able to keep a banker. These banks,

too, give interest on deposits, whether the sums be large or

small, as I shall hereafter explain.

9. The first public or joint-stock bank established in London
wm the London and Westminster Bank. The success of this

bank has led to the formation of several others. You will observe,
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that all banks which have branches conduct their business

on the same terms at the branches as they do at the central

office.

10. Since, then, the Scotch system of banking is established

in London, why should not the keeping of a banker be as

general in London as. in Scotland ? I have stated that, under

the old system, those chiefly who were denied banking facilities

were the middle class of people. Now, these people may be

subdivided into two classes—those who are engaged in trade,

and those who are not. I shall address myself, in the first

place, to the former class.

11. Now, I ask you, why don't you keep a banker ? You
say you have been in business several years, and have never

kept one. Of course, if no banker would take your account

you could not do otherwise ; but now there are bankers willing

to take your account. But you say you can do without a

banker. Of course you can. The question is, not whether

by possibiKty you can do without a banker, but whether you

cannot do better with one ? But you reply, it would not be worth

any banker's while to take your .account. That is for his con-

sideration, not for yours. The question for you to decide is,

not whether your keeping a banker would be of use to him, but

whether it would be of use to yourself. I shall point out to

you some of the advantages.

12. In the first place, by keeping a banker, your money

will be lodged in a place of security. You have now 50Z. or

lOOZ., or perhaps sometimes 200Z., that you keep in your own

house ; you take it up into your bedroom at night, and when

you go out on Sunday you carry it in your pocket. Now you

may lose this money out of your pocket—the till may be

robbed by your servants—or your house may be broken upon

by thieves—or your premises may take fire and the money

may be burnt. But even should you escape loss, you cannot

escape anxiety. When you have a little naore money than

usual, you have fears and apprehensions lest, some accident

should occur. Now you will avoid all this trouble by keeping

a banker.

13. The banker will not only take care of your money, but

also of anything else you commit to his charge- You can

get a small tin box with your name painted on it, and into this

box vou can put your will, the lease of your house, policies

2 Q 2



596 Ten Minutes Advice.

of insurances, and any deeds or other documents that require

particular care. You can send this box to your hanker,

who will take care of it for you ; and you can have it back

whenever you like, and as often as you like. If your premises

are insured, it is clearly improper to keep the policy on the

premises : for if the house be burnt, the policy will be burnt;

too, and where then is your evidence of claim upon the

insurance office ?

14. Another advantage is the saving of time. When you

receive money you will send it in a lump to the bank ; and

when you pay away money you will draw cheques upon the

bank. Now to draw a cheque takes up much less time than

counting out the money that you have to pay, and perhaps

sending out for change because you have not the exact sum.

Besides, you sometimes hold bills which, when due, you have

to send for payment ; now you can lodge these with your

banker, who will present them for you. And when you accept

bills, you will make them payable at your banker's instead of

making them payable at your own house. Now in all these

cases there is a great saving of time ; and, besides, your bills,

from being made payable at a bank, will be considered more

respectable.

15. Another advantage of keeping a banker is, that it will

be a check upon your accounts. 1 need not speak to you, as

a trader, of the importance of correct accounts. Tour banker's

book will be an authentic record of your cash transactions.

If you make a mistake in your trade books, the banker's book

will often lead to a detection of the error. If you have paid

a sum of money, and the party denies having received it, you

can refer to your banker's account, and produce your cheque,

which is as good as a receipt. By means of a banker's ac-

count you could trace your receipts and payments, even after

a number of years had elapsed ; and hence disputed accounts

could be readily adjusted, and error, arising from forgetful-

ness or oversight, be speedily rectified.

16. I could mention several other reasons why you should

keep a banker.* But what I have said will be enough to induce

you to make a trial ; and when you have once opened an

account, you will find so much convenience from it, that you
will require no further reasons to induce you to continue it. If

* The reasons assigned here have a reference chiefly to London banking.
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it should not answer your expectations, you can, whenever you
please, close it again.

17. Now then, as you have made up" your mind to keep a

banker, the next thing is to determine at what bank you will

open your account. On this point I must leave you to make
your own clioice. All the public banks issue prospectuses

containing the list of their directors, the amount of their paid-up

capital, the names of the bankers who superintend their res-

pective establishments, and their rules for transacting business.

You can get a prospectus from each bank, compare them to-

,
gether, and please your own fancy. But if you have no other

'

grounds for preference, I advise you to open your account with

the BANK, or BRANCH BANK, that is NEAREST TO YOUR OWN
PLACE OF BUSINESS. You will often have to go or send to the

bank, and if it be a great way off, much time will be lost, and

you will at times be induced to forego some of the advantages of

keeping a banker rather than send to so great a distance. On
this account, let your banker be your neighbour. Eecollect,

time is money.

18. There is no difficulty in opening an account. You will

enter the bank and ask for the manager. Explain to him what

you want to do. He wiU give you every information you may
require, and you will receive a small account book, called a

Pass-book, and a book of cheques. I advise you to keep these

two books, when not in use, under your own lock and key.

19. You now require no further advice from me, as your

banker will give you the most ample information respecting the

way of conducting your account. Nevertheless, I may mention

a point or two for your own government :—Do not dejDend

entirely upon your banker's Pass-book, but keep also an account

in a book of your own. Debit your banker with all cash you

may pay into the bank, and credit him for all the cheques you

may draw at the time you draw them. Send your Pass-book

frequently to be made up at the bank, and when it returns,

always compare it with your account-book. This will correct

any mistake in the Pass-book. Besides, some of your cheques

may not be presented for payment until several days after they

are drawn, and if, in the meantime, you take the balance of the

banker's Pass-book, you will seem to have more ready cash than

you actually possess, and this may lead you into unpleasant

mistakes.
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20. When you lodge any money at the bank, always place

tlie total amount of the cash, and your name, at full length,

upon the outside of the parcel, or on a slip of paper. The

cashier will then see at once if he agrees with your amount.

This will save time and prevent mistakes.

21. Be always open and straightforward with your banker.

Do not represent yourself to be a richer man than you are;

do not discount with your banker any bills that are not likely

to be PUNCTUALLY paid when due ; and, should any be unpaid

and returned to you, pay them yourself immediatelt. Do not

•attempt to oveedeaw your account; that is, do not draw

cheques upon your banker for more money than you have in

his hands, without first asking his consent ; and if you make
him any promises, be sure that they be strictly performed. If

you fail once, the banker will hesitate before he trusts you

again.

22. Should you be dissatisfied with anything connected with

your account, make your complaint to the banker himself, and

not to the clerks. Let all your communications be made in

PERSON, rather than by letter. But do not stay long at one

interview. Make no observations about the weather or the

news of the day. Proceed at once to the business you are come

about, and when it is settled, retire. This will save your

banker's time, and give him a favourable impression of your

character as a man of business.

23. If you are in partnership, besides opening an account

with your banker in the names of the firm, you should open a

private account for yourself, that your personal affairs may be

kept separate from those of the partnership. Or if you are in

an extensive way of business, and have a large family, it is

advisable that you open a separate account with your banker in

the name of your wife, that your trade payments and your

household expenses may not be mixed up together in the same
account. This is a good way of ascertaining the exact amount
of your family expenditure.

24. If you are appointed executor or assignee to an estate, or

become treasurer to a public institution or charitable society,

open a separate account with your banker for this office, and
do not mix other people's moneys with your own. This will

prevent mistakes and confusion in your accounts. These
separate accounts may be kept stiU more distinct by being
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opened with another banker, or at another branch of the same
bank.

25. There are a good many of the middle class of people who
are not in trade, and I must now address them. Perhaps you

are a -clergyman, or a medical man, or you are in a public office,

or are living on your rents or dividends. At all events, what-

ever you may be, I conclude you are not living beyond your

means. If you are, I have not a word to say to you about

keeping a banker
;
you will soon most likely, be within the

keeping of a gaoler.

26. Several of the reasons I have given to the trader will

also apply to you ; but there is one that applies with much
greater force—^tlie tendency to insure accurate accounts. As
you are not a man of business, I shall not advise you to keep an

account of your receipts and your expenditure. I know you will

do no such thing. Should you ever commence to do so, you

will get tired before the end of the year, and throw the book

aside. Now, if you keep a banker, be will keep your accounts

for you ; his Pass-book will show you the state of your accounts.

All the money you receive you must send to the bank, and all

your payments must be made by cheques upon the bank. If

you want pocket-money, draw a cheque for 5?. or lOZ., payable

to Cash, but by no means disburse any money but through

your banker. Your book will be balanced every half-year.

You will then see the total amount of your receipts during the

half-year, and your various payments to the butcher, the baker,

the tailor, &c. &c. The names to which the cheques are made

payable will show you for what purpose they were given, and

you should write these names in a plain hand, that the clerks

may copy them correctly in the Pass-book. Now, if you look

through your book once every half-year in this way, you wUl

probably see occasion to introduce some useful reforms into

your domestic expenditure. But if you are too lazy to do this,

hand the book to your wife, and she will do it for you.

27. I shall now address another class of people. Perhaps you

are a clerk, or a warehouseman, or a shopman, or a domestic

servant. Well, you have no occasion to keep a banker ; that is,

you have no occasion to open a current account. But you have

got a little money which you would like to put into a safe place,

and upon which you would like to receive interest. Well, now,

listen to me.
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28. If the sum be under lOZ., or if the sum be above lOZ., and

you are not likely to want it soon, put it into the savings bank

;

you will receive interest for it at the rate of about 3Z. for every

lOOZ. for a year. But mind, you can only put money into the

savings bank at certain hours in the week, when the bank is

open, and you cannot put in more than 30Z. in any one year,

nor more than 150Z. altogether, and you will receive no interest

for the fractional parts of a pound sterling, and you cannot draw

out any money without giving notice beforehand.

29. If, then, your money is more than lOZ., and you have

already lodged 30Z. this year in the savings bank, or 150Z.

altogether, or if you will have occasion to draw out your money
without giving notice, then lodge it in one of the public banks.

These banks are open every week-day from nine o'clock in the

morning till four in the evening ; they will take lodgments of

money to any amount, and interest will be allowed from the

day it is lodged until the day it is drawn out ; and if the sum
is under 1,OO0Z. no notice is required. For all sums lodged on

interest the bankers give receipts, called deposit receipts.

30. When you go to the bank to lodge upon interest any sum
under 1,000Z. you need not inquire for the manager. Hand
your money to any clerk you may see standing inside the

counter, and ask for a deposit receipt. You vrill be requested

(the first time you go), to write your name and address in a book

which is kept for that purpose, and then the deposit receipt will

be given to you without any delay.

31. Mind, this deposit receipt is not transferable ; that is,

you cannot lend it or give it to anybody else. When you want
the money, you must take it yourself to the bank, and ask the

cashier to pay you the amount. You will then be requested to

write your name on the back of the deposit receipt ; the cashier

will see that the signature corresponds with the signature you
wrote in the book when you lodged the money, and will then
pay you the amount and keep the receipt.

32. Although you cannot lodge upon a deposit receipt a less

sum in the first instance than lOZ., yet, having lodged that sum,
you can make any additions to it you please. Thus, if you wish
to lodge 5Z. more, you can take your 5Z. note and your deposit

receipt for lOZ. to the bank, and get a new receipt for 15Z. If,

after having lodged lOZ., you wish to lodge lOZ. more, you can
get a separate receipt for the second lOZ., or have a.new receipt
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for 201., whichever you please; and, observe, whenever any
addition is made to a former receipt, the old receipt is cancelled,
and the interest due upon it is either paid to you in money, or
added to the amount of the new receipt, as may be most agree-
able to yourself.

33. The rate of interest allowed upon the money you deposit

in the bank will depend upon the value of money at the time
—that is, upon the rate at which the bankers can employ it

agaia For the money you lend to the banker, he lends to

other people. A part of the interest he receives from other

people he gives to you who find the money. A part he keeps
to himself for his knowledge and skill in employing tlie money
safely and profitably. When he receives more interest from
others, he will give you more. And when he receives less, he
will give you less.

34. You will be surprised to find how the desire of lodging

money in a bank will grow upon you. When you had the

money in your pocket, you were anxious to find reasons for

spending it. When you have placed it in the bank, you will be
anxious to find reasons for not spending it. All habits are formed
or strengthened by repeated acts. The more money you lodge

in the bank, the more you will desire to lodge. You will go on
making additions, until, at last, you will probably have acquired

a sum that shall lay the foundation of your advance to a higher

station in society.

35. Nor must you suppose that this desire to get and to save

money is an improper one. That wealth is an evil is not the

language either of Scripture or philosophy. It is true that

wealth, like any other blessing, may be desired from improper

motives, and sought by improper means, and such an ill-regu-

lated desire may become the root of all evil. But it is not true

that wealth honestly acquired has any tendency either to

enervate the intellect, to corrupt the morals, or to impair the

happiness of man. The fact is the reverse. Wealth is always

represented in Scripture as a blessing, and though partaking of

the uncertainty of all earthly blessings, it is a blessing to be

received with thanksgiving, and to be employed in promoting

the honour of G-od and the good of mankind.

" The philosophy which affects to teach us a contempt of muney does

not run very deep ; for, indeed, it ought to be still more clear to the

philosopher than it is to the ordinary man, that there are few things in
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the world of greater importance. And so manifold are the bearings of

money upon the lives and characters of mankind, that an insight which

should search out the life of a man in his pecuniary relations, would

penetrate into almost every cranny of his nature. He who knows, like

St. Paul, both how to spare, and how to abound, has a great knowledge

;

for if we take account of all the virtues with which money is mixed up

—

honesty, justice, generosity, charity, frugality, forethought, self-sacrifloe,

—

and of their correlative vices—it is a knowledge which goes near to cover

the length and breadth of humanity : and a right measure and manner in

getting, saving, spending, giving, taking, lending, borrowing, and bequeath-

ing, would almost argue a perfect man."*

* Taylor's Notes on Life.
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JOINT-STOCK BANKS EEGULATION.

(7 & 8 Vict. cap. 113—5th September, 1844.)

An Act to regulate Joint-Stock Banks in England.

No joint-stock bank established after the 6th May, 1844 (s. 1), to carry on
busiaess unless by -virtue of letters patent granted according to this Act

;

but companies previously established are not to be restrained from
carrying on their business until letters patent have been granted them,

on their application as directed by this Act.

Before beginning to exercise the banking business, every such proposed

company (s. 2) are to petition Her Majesty in council for letters patent

;

the petition to set forth the names and abodes of aR the partners ; the

name and locality of the bank ; the amount of capital stock not being less

than 100,000?., and the means by which it is to be raised ; the amount
paid up, and how invested; the proposed number of shares, and the

amount of each share, not being less than lOOZ. This petition (s. 3) is to

be referred to the Board of Trade ; and, on their report that the provisions

of this Act have been complied with, a charter is to be granted.

S. 4 prescribes the provisions of the deed of settlement, until which

deed is executed (s. 5) all the shares subscribed for, and at least half the

amount paid up, no company shaU commence business.

The letters patent are to be granted for a term of years not exceeding

twenty (s. 6), and the company will be by them incorporated, having a

common seal, and being empowered to hold lands of such annual value as

shall be expressed in the said letters patent ; but such incorporation (s. 7)

is not to limit the personal liability of the shareholders.

No action or suit (s. 8), by or against the company, to be affected by

the plaintiff or defendant being a shareholder, but either of them to have

the same action and remedy as though they were strangers ; and every

judgment or decree (s. 9) to be enforced against the property and effects

of the company, and, subject to the provisions after-mentioned, upon the

person, property, and effects of every shareholder, or former shareholder
;
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but execution (s. 10) against the company is to precede execution against

any present or former shareholder, except where he would have been

originally liable, or for which judgment is not obtained within three years

of his having ceased to be a shareholder. Every person (s. 11) against

whom execution has been issued, is to be reimbursed for all damages and

costs by the company, or by contributions from the other shareholders,

and, ss. 12 to 15 prescribe how such claims are to be enforced.

Within three months of the grant of the letters patent (s. 16), an

account or memorial is to be made out in a form prescribed, setting forth

all the particulars of the company, to be renewed in March, annually, and

delivered to the commissioners of stamps and taxes, who are to register

it, such register to be examined by any one on payment of Is., and a list

of shareholders to be printed and exhibited by the company, occasional

changes (s. 17) being notified by additional memorials. S. 18 prescribes

the verification of the memorial, and s. 19 declares a certified copy of the

same to be legal evidence, which copy the commissioners are to give

(s. 20), on payment of 10s. All liabilities are to be continued (s. 21)

according to last delivered memorial.

Bills and notes (s. 22) may be signed according to the deed of partner-

ship, so that they be signed by one manager or director, declaring it to be

on behalf of the company, but such manager not to be personally liable to

any greater extent than any other shareholder.

Shares may be transferred (s. 23) by deed duly stamped, such transfer

to be registered, and the entry endorsed on the deed, for which endorse-

ment the company may charge a sum not exceeding 2s. 6A, such transfer

not to be made (s. 24) unless all calls have been paid ; and the company
may close the transfer books (s. 25) for a limited time. Shares transmitted

by death, bankruptcy, or other means than transfer (s. 26), are to be

authenticated by a declaration ; and if by marriage or will (s. 27), by
proofs of the same.

With respect to shares to which several persons may be jointly entitled

(s. 28), any notice to the one who stands first on the register to be deemed
sufficient, and for any money payable to a shareholder being a minor, or

otherwise legally incapacitated (s. 29), the receipt of the guardians, &c.,

to be a sufficient discharge ; nor shall the company be bound (s. 30) to

see to the execution of any trust, but the receipt of the party in whose
name the share stands to be sufficient.

SS. 31 to 42 give power to the company to make calls, to enforce pay-
ment of the same, to declare the forfeiture of the shares, and to sell the

same, giving previous notice of their intention ; but no more shares are

to be sold than are sufficient for payment of the calls which may be
in arrear.

S. 43 prescribes the method of serving notices or writs on the company.
Existing companies may continue (s. 44) their trades for a time not

exceeding twelve months (unless for the purpose of closing their business);

and then upon petition, as before prescribed (s. 45), to receive letters

patent.

Agreements entered into with companies (s. 46) before their incorpora-

tion to be enforced as if made after, and in any pending suit, the court
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may direct the corporate name of the company to be substittited for that
of the plaintiff or defendant representing such company, and no suit to be
stayed by reason of such incorporation.

Power of suing and being sued (s. 47) in the name of any one of the

public oflcers is given to all existing companies on complying with the
provisions of the Act of 7 Geo. IV. c. 46, respecting returns and accounts

;

and s. 48 declares banking companies to be trading companies within the
provisions of the 7 & 8 Vict. c. 3.

SS. 49 and 50 are the usual clauses of interpretation, and for amend-
ment during the session.

BANKING (lEELAND).

(8 & 9 Vict. cap. 37—21st July, 1845.)

An Act to regulate the issue of Bank Notes in Ireland, and to regulate the

repayment of certain sums advanced by the Oovernor and Company of the

Sank of Irelandfor public service.

The first clause of this Act recapitulates the various Acts constituting

the Bank of Ireland, and enumerates the various sums advanced by it to

the Government, amounting to the sum of £2,637,069 4,s. Sd., in return

for the exclusive privilege of issuing notes in Dublin, or within fifty miles

thereof, and then goes on to repeal so much of the Act of 21 & 22

Geo. III., Ireland, as prohibits any other body exceeding the number of

six persons from issuing notes or bills payable on demand, or at any less

time than six mouths, and authorises, from and after December 6, 1845,

any persons exceeding six in number united or to be united in societies or

partnerships, or for any bodies, politic or corporate, to transact or carry

on the business of bankers in Ireland at DubKn, and at every place within

fifty miles thereof, as freely as persons exceeding six in number as afore-

said may lawfully carry on the same business at any place in Ireland

beyond the distance of fifty miles from Dublin ; but every member of such

partnership is to be responsible for the due repayment of all debts and

liabilities.

S. 2. From and after the passing of this Act the debt is made charge-

able upon the consolidated fund, and interest is to be paid on it to the

corporation of the Bank of Ireland at the rate of 3^ per cent., amounting

to £92,076 18s. 5d., in half-yearly payments, on January 5 and July 6,

annually.

The Bank of Ireland (s. 3) undertakes to manage the public debt of

Ireland, and to pay the dividends without any expense to the Govern-

ment.

The Bank corporation (s. 4) may be dissolved any time after January 1,

1845, on repayment of the debt, and after a twelvemonth's legal notice.

S. 5 repeals so much of the 32 Geo. IE. o. 14, s. 15 (Ireland), as prohibits

public officers from being partners in banks, and s. 6 declares Bank of

England notes to be not a legal tender in Ireland, but this is not to

prevent their circulation in Ireland.
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8. 7 prescribes the oaths to be taken to affirmations to be made by

directors and members of the Bank of Ireland, which are to be only the

oath of allegiance, the oath of qualification, and the oath of fidelity to the

corporation.

All bankers claiming to be entitled to issue bank notes are to give

notice (s. 8) to the commissioners of stamps and taxes, who shall ascertain

if such person or persons were lawfully issuing bank notes in- Ireland

between May 1, 1844, and May 1, 1845, and the average amount circulated

by them, and shall certify the same ; they may then issue to the extent of

the amount so certified, and the amount of gold and sUver coin held by
them in the proportion hereafter mentioned. No uncertified banker to

issue bank notes. Where banks have become united between the periods

mentioned (s. 9), the average amount is to be taken as that of the total

amount. A duplicate of the certificate is to be published in the Gazette

(s. 10), which publication is to be taken as evidence of the right to issue

notes. Where banks have become united subsequently to the passing of

this act (s. 11), the total amount is also to be the average.

Banks are permitted (s. 12), on making an agreement with the Bank of

Ireland, to relinquish in its favour the right of issuing notes ; but having

done so, they are not allowed (s. 13) to resume the privilege.

After December 6, 1845, no bank (s. 14) to have in circulation a greater

amount of notes, upon the average of four weeks, than the amount certified

by the commissioners, and the monthly average of gold and silver held

by it.

The issue of notes of less than 11. (s. 15) is prohibited.

Banks are to render an account weekly (s. 16) in certain prescribed

forms, a neglect of which, or rendering false returns, subjecting them to a'

penalty of 1001.

AU bank notes issued (s. 17) are to be deemed bank notes in cir-

culation.

The commissioners of stamps are to make a retiu-n (s. 18) every four

weeks, to be published in the " Dublin Gazette."

S. 19 prescribes the mode of ascertaining the average amount of the

bank notes of each banker in circulation, and of the gold and silver coin

for every four weeks after December 5, 1845. The gold and silver coin

(s. 20) to include only that held at the head ofEices, which are not to

exceed four, of which not more than two are to be in one province, and
the silver is not to exceed in amount one-fourth part of the amount of

gold coin.

The commissioners are empowered (s. 21) to order the inspection, at all

reasonable times, of aU the books of bankers containing an account of

their bank notes in circulation, and of their gold and silver coin ; the
penalty for refusing such inspection to be 100?.

All bankers (s. 22) other than the Bank of Ireland are to return then-
names, residences, and occupation, within fifteen days of the 1st of January
in each year, to the stamp ofiSce, and in cases of partnership those of each
member ;

such return to be published on or before the 1st of March, in
the " Dublin Gazette." The penalty for a false return is 501.

Any bank issuing in excess (s. 23), becomes liable to a penalty equal in
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amount to the sum by which the certified monthly circulation has been

exceeded.

S. 24 declares notes for less than 20s. not negotiable in Ireland, and to

be altogether null and Toid ; but imposes a penalty of not more than 20/.,

nor less than hi., for every offence in issuing such notes at the discretion

of a justice of peace, who may determine in such matter. The note for

20s. and, promissory notes (s. 25) for 20s., or less than hi., made payable

within twenty-one days, must be drawn in a certain form, or otherwise to

be Yoid, and may not be negotiated after the time limited for payment.

Any person other than bankers issuing notes payable on demand for less

than hi. (s. 26), or uttering or negotiating (s. 27) promissory notes, bills

of exchange, &c., transferable, to forfeit for every such note the simi of

Wl. This, however (s. 28), not to extend to cheques on bankers.

SS. 29 and 30 prescribe the modes of reeoveriag the penalties imposed

by this Act, and for the suing of companies.

S. 31 contains a provision regarding an agreement between the Bank of

Ireland and the Tipperary Joiat-Stock Bank.

SS. 32 and 33 contain the interpretation of the terms used, and the

usual provision for the amendment of the Act during the session, if

needed.

BANKING (SCOTLAND).

(8 & 9 Vict. cap. 38—21st July, 1845.)

An Act to regulate the issue of Bank Notes in Scotland.

The first clause recites the title of the Act of 7 & 8 Vict. cap. 32, &c.,

regulating the issue of bank notes in England ; and s. 10, which declares

that no other person than a banker already issuing notes of May 1, 1844,

should have power to issue bank notes in the United Kingdom in future

;

and goes on to enact that all bankers so claiming to be entitled to issue

bank notes in Scotland shall give notice of such claim to the commis-

sioners of stamps and taxes in London, who shall ascertain the average

amount of their notes in circulation for the year preceding May 1, 1845,

and certify the same. It shall then be lawful for such bankers to continue

to issue to the same amount, together with an additional proportion, as

hereafter prescribed, according to the amount of gold and silver coin in

their possession at their principal place of business, and to no greater

amount. Banks which may unite (s. 2) are to have the total amounts

taken ; and a duplicate of the certificate (s. 3) is to be published in the

" London Gazette." S. 4 is to the same effect as s. 2.

The issue of notes for any fractional parts of a pound is by s. 5

prohibited.

The issue of each bank is limited (s. 6), from and after December 6,

1845, to amount certified by the commissioners, together with the average,

taken every four weeks, of the gold and silver coin in their possession ; a

return of all which is to be made weekly (s. 7), in a prescribed form,

distinguishing the amount of notes above and below 5?., and the average
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amount of gold and silver coin held, under a penalty of lOOZ. for neglect

or for rendering a false account. All bank notes to be deemed in circula-

tion from the time they are issued until they are returned.

The commissioners (s. 9) are to make a monthly return, in a prescribed

form, to be published in the " London Gazette."

SS. 10 to 21 correspond, with the necessary adaptation to Scotland, to

ss. 19 to 29 of the Irish Act, with the exception of the prohibition in s. 20,

of the places of issue being not more than four.

S. 22 is the interpretation clause ; and s. 23 is the usual clause for

alteration during the session.

BILLS OF EXCHANGE AND PEOMISSOBT NOTES.

(18 & 19 Vict. cap. 67—23rd July, 1855.)

An Act to facilitate the Remedies on BUls of Exchange and Promissory Notes,

hy the prevention offrivolous or fictitious Defences to Actions thereon.

Feom and after October 21, 1855, it is declared by s. 1 that all actions

upon bills of exchange or promissory notes, commenced within six months
after the same shall have become due and payable, may be by writ of

summons, in a form prescribed and given in a schedule, and the plaintiff,

on filing an affidavit of personal service, may at once, in case the defendant

shall not have obtained leave to appear to such writ, sign final judgment
in the form contained in another schedule, for any sum not exceeding the

sum endorsed on the writ, together with interest and costs ; but the

defendant (s. 2), on showing a defence on the merits, is to have leave to

appear. After judgment (s. 3), the court may, under special circum-

stances, set aside the judgment, and give leave to the defendant to defend

the action. In any proceedings under this Act (s. 4), the judge may order

the bill or note to be deposited with the officer of the court, and direct

proceedings to be stayed until the plaintiff has given security for costs.

Holders of dishonoured bills of exchange or promissory notes (s. 5) retain

the same remedies as at present for the cost of noting bills for non-

payment. One summons (s. 6) may be issued by the holder of a bill of

exchange against all or any of the parties to the bill, such summons to be

deemed the commencement of proceedings, in like manner as if separate

writs of summons had been issued. The Common Law Procedure Acts
and Kules (s. 7) are incorporated with this Act ; it applies (s. 8) to the

Courts of Common Pleas, Lancaster, and Durham ; and (s. 9) Her Majesty
may, by an Order in Council, direct it to apply to all or any of the Courts

of Record in England or Wales. It does not (s. 10) extend to Ireland or

Scotland ; and the short title (s. 11) is declared to be " The Summary
Procedure on Bills of Exchange Act, 1855."
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LIMITED LIABILITY.

(18 & 19 Vict. cap. 133—14th August, 1855.)

An Actfor limiting the Liability of Members of certain Joint-Stock

Companies.

By s. 1 any joint-stock company to be formed under the 8 Vict. cap. 110
(other than an assurance company), with a capital to be divided into
shares of a nominal value not less than 101. each, may obtain a certificate

of complete registration with limited liability, upon complying with the
conditions following, in addition to doing all other matters and things now
required in order to obtain a certificate of complete registration ; that is

to say :

—

" 1. The promoters shall state on their returns to the office for provi-

sional registration, that- such company is proposed to be formed with
limited liability.

" 2. The, word 'Limited' shall be the last word of the name of the

company.
" 3. The deed of settlement shall contain a statement to the effect that

the company is formed with limited liability.

" i. The deed of settlement shall be executed by shareholders, not less

,than twenty-flve in number, holding shares to the amount in the aggregate

of at least three-fourths of the nominal capital of the company, and there

shall have been paid up by each of such shareholders on account of his

shares, not less than 20Z. per cent.

" 5. The payment of the above per-centage shall be acknowledged in or

indorsed on the deed of settlement, and the fact of the same having been
bona fide so paid, shall be verified by a declaration of the promoters, or

any two of them, made in pursuance of the Act 6 WiUiam IV. cap. 62."

Any joint-stock company (s. 2), now or hereafter registered, under the

8 WOliam IV. cap. 43, or constituted under private Acts of Parliament

(s. 3), may, with the consent of not less than three-fourths of its share-

holders, on satisfying the registrars of its perfect solvency, and complying

with the other regulations, obtain a certificate of limited liability. Every
company so certified (s. 4) is to have its name legibly displayed at its

place of business, and upon all bills of exchange, cheques, bills of parcels,

&c. ; and noncompliance (s. 5) subjects the company to a penalty not

exceeding 51. per day for not having the name on its premises, and of 50?.,

in addition to personal liabiUty, on every person issuing a biU of exchange,

cheque, bill of parcels, &c., without such name. Every iucrease in the

amount of capital must be notified to the registrar (s. 6) ; and no increase

will be registered unless it be proved to the registrar that a deed has been

executed by shareholders of not less than Wl. each to the amount of three-

fourths of the increased capital, and that not less than twenty per cent, of

such increased capital has been paid up; and if any such increase be

advertised or otherwise treated as part of capital before such registration,

every director will incur a penalty of 501. The members of a duly certi-

ficated company (s. 7) are freed from any personal liability beyond what

2 K
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is afterwards provided. In case of execution or other process against the

property of a company (s. 8), if it be not found sufScient, the process may

be issued against any shareholders to the extent of the portions of their

shares not then paid up; but no process to issue against any shareholder

except by an order of the court, or of a judge of the court in which the

action may have been brought. If the directors shall declare a dividend

(s. 9) when the company is known to be insolvent, each director consent-

ing thereto shall be jointly and severally liable, but not beyond the

amount of the dividend so made: if any director be absent, or file an

objection in writing with the clerk, he is to be exempt from hability.

Notes or obUgations of shareholders (s. 10) are not to be received in pay-

ment of calls, and no loans are to be made to them; and any officer

receiving or making such, and the directors, are declared jointly and

severally liable for all such sums, with interest, as may be defiicient. The
rights of creditors of existing companies (s. 11) are continued. The change

of name of a company, under the regulations of this Act (s. 12), is not to

affect the rights of such company or of other parties. When a company,

acting under a certificate of limited hability (s. 13), has lost three-fourths

• of its subscribed capital, the trading is forthwith to cease, and the directors

are to take proper steps for dissolving the company. Auditors (s. 15)

are to be appointed for such companies, subject to the approval of the

Board of Trade. Every pecuniary penalty (s. 16) to be deemed a debt

to the crown, and recoverable accordingly. The Act does not apply to

Scotland.

DEAPTS ON BANKER.

(19 & 20 Vict. cap. 25-23rd June, 1856.)

An Act to amend the Law relating to drafts on Bankers.

WiCEBE a draft on any banker, made payable to bearer, or to order on
demand, bears across its face an addition, in written or stamped letters, of

the name of any banker, or of the words "and company," in full or

abbreviated, the same is to be paid only to or through some banker.

JOINT BANKING COMPANIES.

(20 & 21 Vict. cap. 49- 17th August, 1857.) -

An Act to amend the Law relating to Banking Companies.

This Act provides that no banking company whatever shall be registered

under the Limited Liability Act ; but where consisting of more than seven

persons, must register under this Act if formed under the Joint-Stock

Companies Acts 1856 and 1857. A neglect to register renders the com-
panies unable to sue either in law or equity, or to make any dividend
payable; and every director or manager becomes liable to a penalty of
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hi. per day wMle miregistered, to be recovered by any person, whether a
shareholder or not. Existing banking companies, who are not hereby
required to be registered, are permitted to register themselves with the

consent of a majority of the shareholders at a general meeting held for the
purpose, and no fees are to be taken for registering any company under
this Act which was ia existence previous to its passing. The relations of

the shareholders to each other, and their liabilities, are not affected by this

Act, and suits and actions may be continued. Several Acts or parts of

Acts, relating to the formation of banking companies are repealed, and it

is enacted that any number of persons not exceeding ten, may carry on a
banking business in partnership in all respects the same as any number of

persons not exceeding six could do before the passing of this Act. S. 13,

on the formation of new banking companies, is the most important. It

provides that " seven or more persons associated for this purpose, may
register themselves under this Act as a company other than a limited

company, subject to this condition ; that the shares into -frhich the capital

of the company is divided shall not be of an amount less than lOOZ. each

;

but not more than ten persons shall, after the passing of this Act, unless

registered as a company under this Act, form themselves into a partner-

ship for the purpose of banking, or if so formed, carry on the business of

banking." Inspectors are not to be appointed by the Board of Trade to

any company under this Act, unless applied for by one-third of the share-

holders in number and value. S. 19 of " The Joint-Stock Companies
Act " (19 and 20 Vict. cap. 47), not to apply to companies in Scotland.

Property held in trust for any banking company shall on registration

vest in such company. Any banking company that may have been

registered as a limited company before the passing of this Act is not to be

illegal, nor is the registration to be invalid, but any creditor or member of

the company may petition the court to have it wound up, and the fact of

being registered as a limited company shall be a sufficient cause for the

order being issued ; and the contributories are liable to contribute to the

assets of the company to an amount sufficient to pay all debts and charges.

The banks legally carrying on business before the passing of the Joint-

Stock Companies Acts, and the Bank of England, are exempted from the

provisions of this Act.

EBAUDULENT TRUSTEES, &c.

(20 & 21 Vict. cap. 54—17th August, 1857.)

An Act to make better Provision for the Punishment of Frauds committed hy

Trustees, Bankers, and others Persons intrusted with Property.

By s. 1, any person being a trustee either wholly or inpart, either for any

private person, or any pubUc or charitable purpose, who shall, with intent

to defraud, convert or appropriate any part of such trust fund to his own

purposes ; or any banker, merchant, attorney, or agent (s. 2), who shall,

with intent to defraud, sell, transfer, or pledge any property intrusted to

2 K 2
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him for safe custody, or in any manner appropriate to his own nse any

such property; or any person (s. 3) under powers of attorney doing the

like, are alike declared guilty of a misdemeanour. And any person (s. 4)

being a bailee of any property, although he do not break bulk, so appro-

priating property, is declared guilty of larceny. Any person (s. 5) being a

director, member, or public officer of any pubho company, so acting ; or

any such person (s. 6) keeping fraudulent accounts, or (s. 7) wilfully

destroying, altering, or mutilating the books, papers, or securities, or

making false entries; or (s. 8) making or publishing fraudulent state-

ments, with intent to deceive any creditor or shareholder, or with intent

to induce any person to become a shareholder or creditor ; and any person

(s. 9) knowingly receiving any chattel, money, or security, fraudulently

acquired or disposed of, are alike declared guilty of a misdemeanour ; the

punishment for each misdemeanour (s. 10) to be penal servitude for three

years, or imprisonment with or without hard labour for not more than

two years, or by a line, as the court shall award. No person (s. 11) to be

exempt from answering questions in any court of law or equity, but such

evidence is not to be admissible in any proceedings against them. No
proceeding, conviction, or judgment (s. 12), under this Act, is to prevent

or lessen any remedy in law or equity that may be otherwise available

;

but no conviction under this Act is to be received as evidence in any civil

suit, nor affect any security given by any such trustee for the repayment
of trust property misappropriated. No prosecution under this Act (s. 13)

is to be commenced without the sanction of the Attorney-General, or, if a
civil suit has been commenced, without the sanction of the judge of the

court. If, upon the trial of any person under tliis Act, the offence proved

(s. 14) amounts to larceny, he is not upon that account to be acquitted of

a misdemeanour. In every prosecution (s. 15) for misdemeanour, the

expenses of the prosecution to be allowed as in cases of felony ; and (s. 16)

no misdemeanour against this Act is to be tried at any court of general or

quarter sessions. The word " trustee " is declared (s. 17) to include the

heir, or personal representative of the trustee, all executors and adminis-

trators, hquidators under the Joint-Stock Companies Act, and assignees

in bankruptcy. " Property " includes debts, legacies, and deeds or instru-

ments giving a title to any property, as well as goods, money, &c. The
Act (s. 18) is not to extend to Scotland.

DRAFTS ON BANKERS.

(21 & 22 Vict. cap. 79—2nd August, 1858.)

An Act to amend the Law relating to Cheques or Drafts on Bankers.

By s. 1 of this Act, the crossing of a cheque or draft on any banker is to

be deemed a material part of such cheque or draft, whether crossed with
the name of a banker or with two transverse lines with the words " and
company," or any abbreviation thereof; and the banker on whom such
cheque is drawn shall not pay the same to any other than the banker
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with whose name it is so crossed, or, if without a banker's name, to any
other than a banker ; but the lawful holder of a cheque uncrossed, or

crossed with " and company " may (s. 2) cross the same with the name of

a banker, and such crossing shall not afterwards be obliterated, but be

deemed a material ' part of the cheque. Persons obliterating or altering

such crossing (s. 3) with intent to defraud, are to be deemed guilty of

felony, and on conviction, hable to the punishment inflicted for forgery.

A banker, however (s. 4), is not to be responsible for paying a cheque

which does not plainly appear to have been crossed, or to have been

obliterated or altered, unless such banker shall have acted mala fide, or

been guilty of negligence in paying such cheque. By s. 5 banker is

declared to include any person, persons, corporations, or joint-stock banks

acting as a banker or bankers.

JOINT-STOCK BANKING COMPANIES.

(21 & 22 Vict. cap. 91—2nd August, 1858.)

An Act to enable Joint-Stoch Banldng Companies to leformed on the

Principle of Limited Liability.

So much of the Joiut-Stock Banking Companies Act, 1857, as prohibits

a banking company from being formed under that Act with limited

liability, is repealed by s. 1 ; but if the company issue notes in the

United Kingdom, the limited liabiHty is not to extend to them, but the

shareholders are to be liable for the whole amount issued of such notes,

in addition to the sum for which they may be liable as shareholders of a

limited company. The registration of a banking company under the Act

of 1857 (s. 2) not to prevent its re-registration under the present:

provided (s. 3) that, thirty days previous to obtaining a certificate of

registration with limited liability, notice be given to every person or firm

who may have a banking account with the company, either personally or

by letter by post, to the last known address, and in default of such notice,

the unlimited liability will continue as respects such customers. Before

availing itself of the provisions of this Act (s. 4), every company must

publish a statement of its affairs in a prescribed form, containing the

notice of Umitation, the ainount of capital of the company, the number of

shares, the amount of calls paid up, the liabilities and the assets of the

company, and a similar statement is to be prepared and exhibited in a

conspicuous place of the of&ce of such company, on Eebruary 1 and

August 1 of every year, and each director is subjected to a penalty of bl.

for every day on which such exhibition is neglected. A company with

limited liability (s. 5) is to be wound-up in the same manner and under

the same jurisdiction as is provided for joint-stock banking companies

in the Act of 1857.
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EAST INDIA STOCK TEANSFEE, &c.

(23 & 24 Vict. cap. 102—20tti August, 1860.)

An Act to providefor the Management of East India Stock, and of the Debts

and Obligations of the Government of India, at and by the Bank of

From and after August 1, 1860, the directors of the East India Company
(s. 1) are to transfer the management of the capital stock of the Company,

and the payment of the dividends thereon, to the Bank of England ; the

Bank to be remunerated (s. 2) by a sum as agreed upon by the Secretary

of State for India, out of the revenues of India, to be paid at the same

time as the amount due for dividends. Powers of attorney (s. 3) existing

previous to December 31, 1860, not to be affected by this Act, and the

Bank is authorised to act on any povrers lodged with the East India

Company. The Bank (s. 4) may require evidence of any dividend. The
Secretary of State for India in Council is to pay (s. 5) to the Bank half-

yearly, in December and June, the amount due as dividend on the capital

stock; he may (s. 6) make such arrangements as may be deemed
expedient, for payment of the debts and obligations of the Government of

India, by the Bank of England ; and (s. 7) he is also enabled to open
accounts at the Bank of England for the payment of current accounts.

BANK OF ENGLAND PAYMENTS.

(24 Vict. cap. 3—22nd March, 1861.)

An Act to make further Provision respecting certain Payments to and from
the Sank of England, and to increase the Facilities for the Transfer of
Stocks and Annuities, andfor other purposes.

The first six clauses regulate and decrease the payments to the Bank of

England for the management of the National Debt, and the Unredeemed
Debt, and also regulate the balances to be retained by the Bank arising

from unredeemed dividends and other unclaimed moneys. By s. 7 it is

provided that, on closing the books for a certain number of days previous

to the payment of dividends, the person in whose name the stock stands

at the time of closing shall be entitled to the dividends then due, and in
any transfer made after the books are so closed, the person accepting the

same shall do so exclusive of the half-year's dividend then due. This
provision, by s. 10, is also to apply to East India Stock. By s. 8 the re-

transfer of stock on which dividends have been unclaimed for ten years
to the Commissioners for the Eeduction of the National Debt may be made
by the Deputy Accountant-General, or the Assistant Secretary of the
Governors, as validly as by the Accountant-General or Secretary of the
Company for the time being.
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STOCK CEETiriOATES TO BEARER.

(26 Vict. cap. 28—8th June, 1863.)

An,Act to givefurther Facilities to the Holders of Stock.

HoLDBES of any of the Government stocks are by this Act enabled to

procure certificates of the same, in sums of not less than 501., or duplicates
of 501., and not more than lOOOZ. These certificates may be made either

payable to bearer, or to any person named, and to the certificates are

attached coupons, entitling the bearer to receive the interest at the stated

periods. From this interest the income-tax will be deducted. The fee

for such certificate is not to exceed 5s. on every 1001. of stock, included in

the certificate, and a proportional sum for any less amount. On changing
a nominal certificate for one payable to bearer, one-half the original fee is

payable ; and on registering in the books of the Bank the stock included

in the certificate, a fee not exceeding 5s. is to be charged. This will make
stock almost as available as bank notes, with the advantage of bearing

interest. The forging, or assisting to forge, any imitation of these certifi-

cates, or having in possession any portions of such plate, wood, or stone,

prepared foi such forgery, or knowingly uttering any such forged certi-

ficates, are declared to be punishable as felonies, with penal servitude for

not more than fourteen, nor less than three years, or to be imprisoned for

not more than two years, with or without hard labour or solitary confine-

ment, at the discretion of the judge.

INDIA STOCK.

(26 & 27 Vict. cap. 73—28th July, 1863.)

An Act to give farther Facilities to the Solders of India Stock.

This Act gives similar facilities to the holders of India Stock as are given

to the holders of Government Stock by cap. 28, by the issue of certificates

on payment of the like fees, and with the same punishments for forgery

of them.

BANK-POST BILLS (IRELAND).

(27 & 28 Vict. cap. 86—29th July, 1864.)

An Act to permit for a limited Period Compositions for Stamp Duties rm

Bank-Post Bills of Five Pounds and upwards in Ireland.

Tke Treasury, by this Act, is empowered to compound with bankers, as

is now done in Scotland, for the stamp duty on bank-post bills, on the

like terms and conditions, and with such security as the Commissioners

are empowered to require in Scotland. The Act is for a period of three

years.
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BANK HOLIDAYS.

(34 Vict. cap. 17—25th May, 1871.)

An Act to mahe Provisionfor Bank Holidays, and respecting obligations to

make Payments and to do other acts on such Bank Holidays.

Bills due on Bank Holidays are payable on the following day, and also

notice of dishonour shall be given on the day following such bank

hoMdays.
*'

No person shall be compellable to make payments on a bank holiday

which he could not be compelled to make on Good Friday or Christmas

Day.

Her Majesty, or the Lord-Lieutenant of Ireland in Ireland, may
appoint special bank holidays by royal proclamation, and may alter the

days of bank holidays by order in council.

The days fised for bank holidays under this Act are as under :—In

England and Ireland, Easter Monday, the Monday in "Whitsun Week,

the first Monday in August, and the 26th of December ; in Scotland, New
Year's Day, Christmas Day—unless they fall on Sunday, when the follow-

ing day is to be observed—Good Friday, the first Monday in May, and

the first Monday ia August.
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INDEX.

Abolition of small notes, report of com-

mittee of House of Commons respecting,

656-561.

Abstract statement of the (estimated)

position of sixteen firms who suspended

payment during the crisis (1857-1858),

306.

Abimdanoe of money precedes, and follows.

Pressures, 214, 255.

Abuse of credit, 173.

Acceptance of bills, how written, 182 ; by
. women, married or single, and by minors,

189 ; for the honour of drawer, or one of

the indorsers, 184.

Accommodation by bankers, effects of, on

trade, commerce, and agriculture, 147-

154.

Account day, 212.

Accounts, opening, 169 ; new, caution

requisite in taking, 169 ; transferred,

222 ; of persons residing at a distance

unadvisable, 170; large, should not be

taken by small bankers, 170 ; " nursing,"

179 ; reason for requiring customer to

remove, 178.

Accoimtant, chief, superior mental powers

requisite in, 359.

Accountant's department, qualifications for

clerks in, 358.

Act (1844), administration of a bank under,

226-253, sole advantage claimed for, 238 ;

Act of 1844 a theory just in practice

;

leading enactments of; theory opposed

as early as 1841, by Mr. Gilbart, in

" Westminster Beview," 226 ; objections

therein to proposed plan, on which the

Act was subsequently formed, viz., the

making the amount of the circulation

vary with the amount of gold in the

Bank of England, 227, 8 ; effects of, then

foretold, realised, 228 ; severe pressure

produced by, and consequent suspension

of, 229 ; report of Lords' committee on,

229 ; of House of Commons' committee,

230; "securing convertibility of the

note " by, and meaning of the phrase ;

contrary opinions as to operation of,

231 ; previous to passing of, the bank

could rectify the exchanges, just as well

as since, 232 ; accusations against, 234

;

"jerking" principle of, promotion of

speculation by, change in the banking

department of the Bank of England
produced by, 235; injurious effects of

bank rate of interest on market rate

owing to, 236; Inexpansiveness of, and
difSculties interposed by, 237 ; drain of

the London circulation by, as that of the

country bants expands ; pressure pro-

duced and aggravated by, 239, 240 ;
pro-

visions of, tend to create " panic," whence
desire of " hoarding," 241, 2 ; Bank of

England deprived of power of granting

assistance by, 243 ; the very inflexibihty

of, operates advantageously, through

making the commercial classes feel the

unsoundness of its principle, 243 ; " the

currency principle " on which founded, a

failure; substitution suggested of the

Scotch principle of " competing issues
;"

course prudent bankers ought to pursue

in consequence of, 245-253 ;
" locks " of

Bank of England, "shorn by;" exem-

plification of the effects of, as shown in

the case of the Bank of Liverpool, 248, 9 ;

anomaly of, 435.

Act of 1845 (8 & 9 Vict. c. 37), effects of,

on banking in Ireland, compared with

those of like enactments in Scotland and

England, 561-566.
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Acts, Bank Charter, 22, 24, 25 {London

Magazine on, 1737, 28, 30), 30, 32, 36,

43, 51, 63, 64, 226, 428, 468, 469, and

Appendix.
" Addressed "bUl, 381.

Administration of the banking department

of the Bank of England from 31st August

(1844) to 5th September (1845), 254-

265 ; from 6th September (1845) to 5th

September (1846), 265, 6; from 5th

September (1846) to 4th September

(1847), 266-9; from September (1847)

to September (1848), 269-277.

Advances by Bank of England to Govern-

ment, 26, 27, 32, 33, 46 ; prohibited to be

made without sanction of Parliament,

41 ; to bankers of London, Westminster,

and Southwark, 35 ; on Government
stock, on mortgage, to East India

Company, 46; during panics, 50, upon-

the security of goods, deposits, pledges,

bills of lading, warrants, &o., 51.

Avdances by banks, 148 ; specific on con-

vertible or inconvertible securities, 174-

6 ; losses of on " dead securities," to

speculative men, to directors, 175, 330,

S33 ; of money by bankers generally, in

what way so ever made, are in fact

loans, 185.

Advice, ten minutes', about keeping a
banker, 593.

Agent, London, of country bankers, mode
of payment of, 73.

Agio, or premium, in Holland, 9.

Amount of gold required to be sent abroad

regulates the exchanges, 106.

Annual expenditure, authentic record of,

by means of pass-book, 152 ; meetings

relative to, 325.

Annuities, government, pui'chase of, Act
27 & 28 Vict. V. 43, «o<e, 143 ;

passing

purchase of through bankers' books, 421.

Approaching failure of bankers' customers,

signs of, 178.

Arrangement of olfioe in banks, 345-349.

"Articles " defined, 381.

Athens, banking at, 3.

''At sight"—-a iiiela, a viw, 197.

''At usance"

—

a ueo or ad use, 197.

" Backadation,'' explanation of term, 213.

Balance-sheet, 325.

Balance, periodical, daily, weekly, half-

yearly, 401-5 ; " upon the balance,"

869.

Balancing, 378.

Banco dei poveri, 137.

Bank, origin of word, v. note, 6 ; what it

is and what it denotes, 593 ; a noun of

multitude, application of definite and

indefinite article, gender, 155, 7 ; site to

be selected for, 345.

Bank note issue, increase of, reasons for,

436-438,

Bank notes, to be a legal tender, except

at the bank, and branch banks, 66 ; at

from 15 to 20 per cent, discount (1679),

23 ; taking of for less than their value

to be a misdemeanour, 41, and notes, 41.

Bank post bills, first issue of and cause

thereof, 30, 31 ; unstamped, 54.

Bank of England, history, establishment,

and management of, 21-71 ; 428-438

;

administration of the banking depart-

ment of, 254-276; capital, 22, 4, 5, 7;

30, 2; 42; 256, 482, 436; rest, 256;

deposits, 257 ; investments, 259 ; reserve,

261 ; run upon occasioned by rebellion

in Scotland (1745), 30; stolen notes,

payment of by, compulsory, 31 ; first in-

stance of forgery of notes of (1758), 31

;

allowance to from Government, on ac-

count of the management of the public

debt, 32, 88, 488; suspension of cash

payments by (1797), 34 ; Kestriotion Act

(87 Geo. III. c. 45), 35 ; loss by, of

300,0002. by fraud, 87 ; scarcity of silver,

coinage of dollars, therefore, by, and of

tokens for three shillings, and for one

and sixpence, 37, 8 ; reduction of clerks

by, and liberal conduct of, 46 ; branches

of, establishment of, 50, 83, 483, 4 ; and

opposition thereto by country bankere,

52-5 ; loss sustained by (1831) from

amount of silver coin melted, 55; Com-

mittee of Secrecy (1832), relative to

renewal of charter, and its Report,

55, 6, 7 ; years of great increase in pro-

fits of, aud the cause, 57, 8, 9 ;
years of

diminution of profits, and the cause, 59

;

profits whence derived, 60, 432, 3;

directors of, their qualifications, and

election, 70, 1 ; laws of currency with

reference to, 438-446; ultimate object

of Act of 1844, 441 ; evils anticipated

should it become the one only bank of
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issue, 441^46; management of the

Croverument unfunded debt, of the Indian

debt, and of the funded debt of the

Metropolitan Board of Works, under-

taken by, 435, and note ; additional faci-

lities to the recipients of dividends,

granted by, 435, 6 ; occasions and reasons

for the increase of note issue by, 436-438

;

operations of banking department of,

since its separation from the issuing

department, 254-277, 432-438
;
principal

Acts of importance condoning (1694),

22, 3; (1713), 25; (1764), 32; (1800),

36 ; (1833), 64-70 ; (1844), 226, 428-431

;

(1845), 492, 550, 562-566; (1857 and

1858), 468, 9 ; v. also Appendix.

Bank of Ireland, established 1782, history

of, 528-532
;
principal Act for the regu-

lation of, as well as of all Irish banks,

and its leading recitals and provisions

(8 & 9 Vict. c. 37, passed 1845), 523, 4

;

the Government bank, 525 ; authorised

issue of, differences and simUarities of

law between, and Banks of England and
Scotland, 525 ; banks other than, 525, 6

;

constitution and government of, resem-

bling those of Bank of England, 527, 29.

Bank of Ireland, Eoyal, 546.

Bank of Scotland, 492.

Banks, Scotland, regulations of the issues

of (Act 8 and 9 Vict, o, 38, 1845), 492 ;

are all joint-stock, 493 ; have numerous

partners, 490, and branches, 496 ; have

large paid up capitals, 494 ; head oflBces

chiefly in Edinburgh and the large

cities, 495 ; uniform character of the

business of, much competition betweeu,

but no under-bidding, 495 ; current

accounts of, no rediscoimting by, 496, 7

system of exchanges of 497, 9 ; un-

boimded popular confidence in, 500

cash credits by, 506, 510; deposits in,

511-516; transactions settled by notes,

large and small, not by cheques, 501 ; v.

also 129-134; rules for the clearing

exchanges of, 520, 2.

Banks, origin of, 1-22; private, public,

or joint-stock, 146 ; business, disposable

means, expenses, profits of, 146 ; general

administration of, 160-180 ; administra-

tion of, with regard to bills of exchange,

180-200, to employment of surplus

funds, 201-212, to seasons of pressure,

213-225, to the Act of 1844,226-253;
branches of, 82, 5, 320-324; with
branches, runs on, 202; administra-

tion of the ofBce of, 345-374; book-

keeping of, 375-425; London private,

446 ; London joint-stock, 462 ; country

joint-stock and private, 464-475 ; Scotch,

489-522 ; Irish, 523-509.

Banks, rumours about, when rife, 222.

Banker, defined, 145 ; formerly gold-

smiths, 17; "new-fashioned," 18, 19;

qualifications for, duties of, 160-179

;

referees for respectability, 151 ; channels

for obtaining information, 153 ; city and

west end, 169, 448; small, should not

take large accounts, 170.

Bankers and banks of ancient nations,

1-6.

Banking institutions, Irish, consist of three

classes, 532; regulations for exchanges,

566-569.

Banking capital, created both by banks

of deposit and banks of circulation, but

by different means, resulting in similar

,
effects, 87-92.

Banking holidays, 363 : arrangement of,

in Bank of England, 364; law of,

as affecting bills or notes, 195; v. also

Appendix.

Bankrupt, origin and derivation of the

word, 6, and note.

Bankruptcy of accepter, drawer, or in-

dorsers of a bill, 190; volimtary state-

ment in court of, unavailing aa a plea,

449, 451, and note.

" Bearing " operations in America (1857),

consequent run for deposits in specie on

the New York banks, and failure of

150 American banks, 280.

Belfast, banks of, 546.

Benefit clubs, 42.

Bill department of a bank, 387-390.

Bills of Exchange, admirably adapted for

the purposes of bankers, nature and

origin of, 109; advantages of, 112;

classes of, 115; short versus long, 116;

long versus short, 117 ;
noting, 118

;

protesting, 119; charges for noting,

120; rate of discount for, 122-127;

effects of discounting of, 128, 9 ; versm

cash credits, 133 ; defined, 181 ; form of,

182 : inland or foreign, sets of, 183

;

payment of, 185, 6; how made, 381;
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administration of a bank with regard to

proceedings on, 180-196; Mr. Samuel

Gumey's opinion on, as securities, 207

;

forgery oft 172 ; lost, stolen, or destroyed,

190-192
; presentation of in reasonable

time, 193 ; payment of, on demand, 193

;

giving notice of dishonour, 194, 6; re-

discounting, 173 ; London bankers never

reissue any, 381 ; stamp duties on, 186, 9 ;

law of, with respect to women and

minors, 189.

Bills of Exchange due on public holidays,

616.

Bills of Exchange, in French, German,
Italian, Dutch, Spanish, Portuguese,

Swedish, Danish, 198, 9; the words

denoting the " amount " and the " time
"

in the foregoing languages, 197.

" Black Friday," or Overend Friday, 287.

Boards, or other co-operative bodies,

Taylor's Statesman upon, 316.

Bonds, as secuiities, East Indian, Corpora-

tion, 206.

Book-keeping in banks, 375-425 ; im-

portance of good, 334 ; terms specially,

used in connexion with, 381.

Borough Bank, Liverpool, failure of, and
ruinous career of, ending in total loss of

its capital, 300.

Borrowing by English monarchs, 17, 18.

Branch banks, establishment of, the effect

of the formation of joint-stock banks,

82 ; compared with independent private

banks, 82, 4, with independent joint-

stock banks, 84, 6 ; those of the Bank
of England, 50, 86, 433, 4 ; of the Irish

banks, 533, 546 ; ofthe Scotch banks, 496.

Brewster, Sir Francis, on trade and navi-

gation, and on loan hanks (1695), 137.

British Linen Company, exceptions as to

returns to Stamp Office by, 492.

Brokers (Bill and Stock), 209; com-

parison by Mr. Eicardo between the

interest on money invested in the funds

and that employed with, note, 209;

divided into two classes—" jobbers "

—

operations of, 211, 213.

Bubble, South Sea, 26.

"Bubble-blowing," 295.

Bullion, gold and silver in ancient times,

2 ; dealing in, 9-12 ; Committee of

House of Commons on (Bullion Com-

mittee), 38 ; inordinate quantity of in

Bank of England (1824), 45; low

amount of in Bank of England (1825),

50 ; lower (1857), 282 ; lowest (1866),

291 ; Mint price of, 44 ; modification in

the assay of, 435 ; no appreciable dif-

ference between the Bank and Mint

assay, 435.

Burnet, Bishop, upon the establishment of

the Bank of England, 21.

Business, habits of, 370.

Calculations, banking, 419-425.

Calculations of the number of days that a

bank note of each denomination remained

in circulation (1792) (1818), 33, 43;

how to ascertain which denomination of

notes remains longest in circulation.

California, influence of importations of gold

from, 272.

Calls and subscriptions of Bank of

England, 22, 24, 25, 27, 30, 35, 42.

" Calling over," in banks, 378.

" Cancelling," " retiring," 381.

Capital, of Bank of England, 256, 432, 47;

three ways of raising a banking, or

borrowing, 86.

Cash, definition of, 381 ;
" articles," book,

383.

Cash credit banks, 129-133.

Cash credits in Scotland, 506, et seq.

Cash payments, suspension of, at Bank of

England, 34,

Cashier's department, high standard of

excellencies necessary for clerks in, 358.

" Casting up," 378, 409.

Chamber of St. George, or bank of

Genoa, 8.

Chamberlain, Dr. Hugh, projector of Bank
of England, 21.

Charity, or loan banks, 6, 134, 8.

Charles I. and the seizure of merchants'

Money in the Mint by , 17.

Charters, Bank of England, 22, 24, 25.

27, 30, 35, 42, 256, 432 ; Ireland, 528
;

Scotland, 491, 2.

Checks against excessive issue of notes,

99, et seq.

Cheques or drafts customary with the

bankers of ancient Rome, 5.

Cheques, form of, 186 ; use and advantage

of, 152; forgery of, alteration of, 172;

cross-firing, exchanging, 178; duty on,

186-189 ; presentation of, in reasonoWe
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time, 193 ; payment of, 194 ; not usual

with customers in Scotland to di'aw for

individual payments, 495.

Chief accountant, mental powers requisite

for, 359.

Child, Sir Josiah, the "new-fashioned"

bankers attacked by, 19 ; on interest,

124.

" Circular notes," 448.

" Circulation," enactment of the meaning
of the, as respects Scotland and Ireland,

566; 'if. also note.

" Circulation," more ext«nded meaning of

the word ; v. note, 440.

Circulation of Bank of England, higher in

the months in which the dividends are

paid than in the subsequent months,

439 ; ebbs and flows four times in the

year ; affected by the purchases and sales

of Government securities, 439 ; lowest in

December ; unifoim and permanent

course of the yearly fluctuations of, 440 ;

exportations and importations of bullion,

productive of variations in, 441.

Cii'culation of country banks, genera]

law of, makes one circuit in the year,

lowest point of, in August ;. highest in

April : laws of, derived from the state of

trade in the districts in which the banks

are situated; laws of, uniform in agri-

cultural districts; laws of, common
to joint-stock and to private banks, 476,

Circulation, banks of, 98, 108 ; country,

447-483. i^ee Currency, &c.

" Circulation, The bank," so termed, 31.

City bankers, 169, 448.

Clearing House, wliat originally; when
joint-stock banks admitted to ; when
Bank of England, 452 ; system now
pursued at, 452-455 ; hours when busi-

ness commences at ; ordinary clearing

;

country o^eariug ; neither notes nor cash

used, 452; when balances are struck,

and the house "tries;" what difference

over or short, allowed to stand over on

" trying ;" under whose control ; bywhom
managed ; country clearing at, when and

by whom established ; economy of some

five millions of gold effected by the

country clearing; statistical returns of,

to whom due ; those returns would be

more complete, were the amount of bills

and of drafts shown separately, 453;

excellent remarks of the Mcho newspaper

thereon, 453-455 ; settlement at, by
transfer from one banker's account to

another at the Bank of England; per-

fetJtion of the system pursued at, shown
by one crucial instance when thirty

millions were passed through, and the

house "ti-ied" right, 455; number of

"sittings" in, and average attendance of

clerks at, v. note, 455 ;
" memorandums "

or tickets employed at, to represent

country notes, and form of the same,

456 ; Stock Exchange operations at,

457. 8; "crossing" cheques; no pay-

ments made by clearing bankers to each

other, except through, 458; marvellous

effects, economic and other, resulting

from the macliinery of, shown by a

letter addressed (5t]i May, 1870) by Sir

John Lubbock to the leading papers,

459 ; forms of cheques for settlement at,

459, 460 ; clearing balance sheet at, 461.

Clearing-book, mode of entry in ;
" clear-

ing out," " clearing in "—455 ; way to

discover whether banker's clearing-

book, or the Clearing House be in

eiTor ; hooka, against which the clearing-

book and the " clearing-in " book must
mark, 456.

Clearing, in Ireland, 566-569 ; in Scotland,

520-522.

Clerk, chief, discipline of ofSce entrusted to,

360; importance of position, qualifica-

tions necessary for, principal duties of,

335, 360
;
performance of banker's duties

by, 374 ; usually acts as manager in

branch banks, 374.

Clerks, selection and appointment of, 349 ;

distribution of duties, 351 ; salaries,

352; securities from, and on behalf of

356, 7 ; promotion and training of, in

cashier's department, 367-375; in ac-

countant's department, 358; rules oi

discipline for, 360; punctuality of at-

tendance, 361 ; absences, health of, 362

;

holidays, 363; training for higher

oflSces, 366, et seq. ; supervision over,

360, 374, 5.

Clerks, reduction of, in Bank of England,

46.

Coinage, 2, 9, 10, 17, 37, 42, 45, 435.

Commerce, productive capital of, aug-

mented through advances made by
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bankers, 148-152 ; speculations in, from

fluctuations in currency, prove the road

to riches, dictum of Mr. Pease, 253.

Commission, stock-brokers', 422.

Committee, select, of House of Commons,

report, of after the panic (1857), 295-306.

Companies, banking and other, of a public

kind bound to perform moral and reli-

gious duties, .570-592, and capitals (1824)

(1825), 47, 48 ; of middle ages and the

mottoes thereof, 585.

" Company winding up," remarks thereon

in Bankers' Magazine (April, 1866), 285.

Comparison between banks in England

and Scotland, 493-501.

Compounding for Stamp duties, 52, 54.

Confidence of Scottish public in banks in

Scotland, 500.

Connexion, bankers', and best mode of

obtaining, 223.

Consols, meaning of the word, 31 ; maxi-

mum price of, sincel737, 279 ; best govern-

ment stock for bankers to invest in, 205.

Constitution of Provincial Bank of Ireland

recommended to especial consideration

of students in practical banking, 535-

642.

Contingencies, provision for, by banks, 337.

" Continuation," explanation of term, 212.

" Convertibility of the note, securing the,"

explanation of term, 231.

Correspondence (1866) between Govern-

ment and Bank of England respecting

suspension of Act, 291, 3.

Copper coinage, 9.

Cosmo di Medici, the most wealthy mer-

chant ever known, 7.

Countess of Flanders, interest given by,

for sum borrowed to pay her husband's

ransom, 5.

Country banks, 72 ; London agency, and
mode of payment, 78; returns from, to

Stamp Office, of average amount of notes

in circulation, 73; observations upon

the circulation of, made by, in memorial

presented to Earl Grey and Lord Al-

thorpe (1833), 74 ; J. H. Palmer, Esq.,

on issue of, 77 ; few existed prior to

American war ; at close rapidly in-

creased, 72; private, 470; joint-stock,

77, 467.

Country bank exchanges, 486-489.

Credit, character gains it; definition of

, by Dr. Franklin, 151 ; persons in good

and fictitious bills, 179 ; merchants',

letters of credit, or " circular notes,"

448.

Currency, laws of, with reference to the

Bank of England, 438-441 ; in Scotland

501-506 ; in Ireland, 547-556.

Current accounts, called by Bank of Eng-

land " drawing accounts," 396 ; ledger

for, 385 ; trouble and expense of conduct-

ing in England much greater Jhan in

Scotland, 495.

Customers, advice to, -on opening an ac-

count, 170 ; character of, 167 ; how as-

certained, 167; refusal of advances to,

during a pressure, 220-222 ;
" danger-

ous," 332 ; books of, 865, 382 ; exhorta-

tion and reproof t» erring, 223.

Danger incurred by banks in taking un-

sound business of other banks, 329 ; by

'making advances on dead security, 330

;

or to speculative men, 331 ; by permanent

advances to any one customer, 332 ; to

own directors through want of system

and discipline, 333 ; through branclies

acting in opposition to orders, or other-

wise independently of head ofBoe, 335, 6;

through making no provision to meet

contingencies, 337; through appoint-

ment of incompetent persons, or an

unwise distribution of the administrative

functions, 338 ; through the proceedings

of proprietors, 840.

Day-book, 384.

Days of grace, 183

Days of religious observance, and rights

claimable in respect thereof, 195 ; bills

due on, payable the day before, 183.

Dead loans, 174 ; money advanced on,

contrary to all sound principles of

banking, 136.

Dead circulation of the Bank of England,

274.

" Dead Securities," 330.

" Dead Weight," the, 46.

Dealers and producers, prices and specula-

tions, 106.

Dealing in gold and silver bullion implies

possession of considerable wealth, 17.

Debt of 14,686,8002. due by the public to

the Bank of England, 67. See Advances

to government.
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Deeds, forgery of, and prevention thereof,

172 ; advances on, as security, deemed
undesirable by London bankers, not so

objectionable to country bankers, 177;

as collateral security, 176.

Demands, the three upon a banker's funds

as a pressure advances, 221.

Dennistoun and Co., failure of, 281.

Delphi, temple of, the great bank, or

depository of treasure, of Greece, 2.

Departments, accountant's, 180, 358 ; coun-

try, 390 ; cashier's, 858.

Deposit, banks of, 86 ; accounts, or drawing

accounts, at Bank of England, 92 ; banks

of, encourage trade and wealth in their

several districts, 97.

Deposit receipts in banks of Scotland, 512.

Deposits, large, not so profitable to small

banks as to large banks, 170, 1 ; London

banks, country banks, and Scotch banks,

and interest on, 511 ;
public, in, Bank of

England and classification thereof, 257

;

private, in Bank of England and classi-

fication thereof, 258 ; receipt book for

in banks, 386 ; at savings' banks, at

joint-stock banks, 600.

Dexterity in manipulation of notes, and

in writing, anecdote of, 407.

"Difierence, searching for the," 369.

Difference of effect between suspension of

the Bank Act in 1847, and second sus-

pension (1857), 281.

Directors, qualifications for, 313-316

;

managing, 338, 9 ; influence of applause,

censure, admoniijon, and instructions

from proprietors, 341 ; non-interference

•with, 542 ; salaries of, 343, 4.

Directors of the Bank of England, election

of, and qualifications for, 70, 71.

Discipline, mental, of banker or manager

during a pressure, 225 ; want of, in con-

ducting affairs of a bank, and results,

339 ; of office, 360.

Discount, banks of, 109 ; rates of, 22-28

;

effects of, on circulation, 128, 9.

Discounting by bankers, 109-129 ; 220,

et leq. See Bills of exchange.

Dishonour of cheques, notes, bills, 194-

196.

Disputed accounts and payments thereof,

proved by production of cheques, 152.

Discount, banks of, 109; rates of, 122-28;

effects of, on circulation, 128-9.

Dissatisfaction of the country bankers at

the establishment of branches of the

Bank of England, 53, et seq.

Distress, caused by King Charles II. shut-

ting up the exchequer, 20 ; great com-

mercial (1811), 40.

Distress of commercial and agricultural

interests through usual accommodation

being withheld, 148.

Dividends standing in the names of several

persons may be received by any of such

persons ; execution of sale by ; death

of one or more parties ; deposit at bank

of powers of attorney for sale or transfer

of stock for examination ;
power for re-

ceiving dividends on stock; cost of

power ; when payable, 422, 435.

Dixon, Joshua, managing director of the

Liverpool Borough Bank, evidence of,

300 ; would not have been a shareholder,

had he known what he learnt subse-

quently, when director, 306.

Dock-warrants, as security, 177.

Dollars, first introduction of, 37.

" Drawing accounts " of Bank of England

synonymous to "current accounts" of

London bankers, 396.

Draft. See Cheque.

Drapers of Barcelona and the business of

banking, 8.

Dutch fleet in the Thames, and first " run
"

in the history of banking, 19.

Duties imposed on notes of country bankers,

38, 42.

Duties, moral and religious, of banking and

other public companies, 570-592.

East India Bonds, investments in, safe

but not saleable, 206.

Economy of time by banker, 164, 5.

Effects of discounts on the circulation, 28.

England, Bank of. See Bank.

England the place of settlement for the

whole world, 287.

Exchange, of gold and silver coins, 9, 10

;

par of, 424.

Exchangers, Eoyal, 11, 12.

Exchanges, operations concerning, ex-

plained, 106, 8 ; 422-424 ; system of, in

Scotland, 497; system of, io Ireland,

567.

Exchequer shut up by Charles II., 20.

Exchequer-bills, advantages and disadvan-
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tages of, as investments ; favourite mode

of investment with West-end bankers,

206.

Expenditure, annual record of, by means

of banking, 152.

Exportation of gold and silver coin re-

pealed, and coin allovi^ed to be exported

or melted witliout any penalty. See

Peel's Act (1819), 43, 4.

FiOTiTioDS bills, persons only in good credit

can pass, 179.

" Fu-st impressions," 167.

First stone laid of Bank of England in

Threadiieedle street (1732), 27.

Fixed rules and general principles, 168.

Florence, its money transactions and com-

mercial prosperity, 6.

Fluctuations of prices a great evil, 227 ; of

country circulation since passing of Act

of 1844, 397, et seq. ; of Scotland do not

correspond with those of Ireland, 446.

Fluctuations in trade, dictvm of Mr.

Gumey, 252 ; in the currency and of

capital, Mr. Pease thereon, 253.

Foreign exchanges, how affected by notes

in circulation, 108 ; the doctrine of regu-

lating the currency by, 226 ; and issues

of country bankers, 891 ; loans, list of,

contracted for in England, chiefly in the

years 1822, 1823, 1824, 1825, 48. See

Exolianges, Foreign Currency, &c.

Forgery, first on record, of a Bank of

England note ; legal decision as to repay-

ment by bjnks in case of, 31 ; Act

relative to, 44 ; detention by the Bank
of notes manifesting evidences of, and

return thereof, 43.

Forgery, bills of exchange, cheques, bonds,

deeds, 172.

Formation of joint-stock banks, course of

proceeding in relation thereto, 425, 7.

Forms, balance-sheet of London bank
having country branches, 405 ; bill of

exchange, 182 ; clearing-house, memo-
randum for payment made through, on

behalf of country bank, 391 ; clearing-

house, settlements at, on bank paying

money at, with Bank of England certifi-

cate in acknowledgment of transfer, on

bank receiving money from, with Bank
of England certificate thereon, 459,60 ;

direction or notice on non-payment of

bills of exchange, 185 ; draft or cheque,

186 ; letters to and from country bankers

and London agents, 391, 2 ; promissory

note, 182; "shop-receipt" for payment

of money, on account of a country bank,

380, 1.

Fortunate discovery by Bank of England

of 11. notes at the crisis of 1825 on their

gold failing, 48.

Four per Cents, (old), reduction of, 46;

(new), reduction of, 55.

Fraud on Bank of England, and loss of

300,000?., 37.

Free trade in banking, 341, 352.

Funds, defined, 210; average interest ob-

tained by investments in, and with bill-

brokers shown (note), 209 ; demands upon

a banker's during a pressure, 220, et seg,

GrEKOA, commerce of, 6 ; the bank of, 7

;

called the Chamber of St. George, 8.

Gladstone, J., Esq., M.P., evidence of, on

bills of exchange constituting circulating

medium in Lancashire, 199, 200.

Gold, first coinage of, 10 ; Lord Stanhope's

Act, 41, 2 ; pui'chasing price of, 71.

Gold, call for from Scotland (1857) ; three

hundred sovereigns sent, 281.

Goldsmiths of London leave off goldsmithry

and turn exchangers of money, 12;

become money borrowers and money

lenders, 17 ; and bankers, 18, 19,

Goldsmiths', company or corporation of,

notes, 17, 145.

Government and Bank of England, the

close connexion between commenced

(1718), 25 ; advances made to, by Bank

of England, 25, 27, 30, 31, 32,33, 36;

and charge termed " The Dead Weight,"

46.

Government of Bank of England, 64-71

;

428.

Grace, days of, 183, and note. V. also

Appendix.

Greece, bankers in, 3.

Guarantee societies, 356.

Guarantee system adopted in the Bank of

England, 357.

Gurney, Samuel, on government securities

and bills of exchange, 207.

Habits of business, 370 ; and characters

of clients or customers, 167, 8.
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Hand-writing, good, importance of, 376, 7.

Health of banker or manager during a
pressure, 225.

Hibernian Bank, 544-546.

History, and disappointments in the search

for instruction, 1.

History of the Bank of England, 21-71

;

428-445.

History and principles of banking, 1-144.
" Honour," acceptance for, 184.

Horizontal system of book-keeping, 408,

el seq.

"House—members of, the,'' or stockbrokers

and jobbers, 211.

Husband, non-liability of, as to bills of

exchange, 189.

Impeotements introduced into Bank of

England by Mr. W. E. Smee, 407.

Indorsements, 181 ; by London bankers

• never seen on bills of exchange in money
market, 208. See Bills of Exchange.

Information, important, may be obtained

through bankers, 151, 3 ; book, value

of to banker, 165.

Inscription on pedestal of statue of King
William the Third in Bank of England,

28.

Inspector of branch banks, 336.

Insurances and Annuities Act, 27 and 28

Vict c. 43, note, 143.

Intellectual discipline derived by means of

bank book-keeping, 875.

Interest of money at Athens, 3 ; prejudice

against taking for the loan of money

among ancient agricultural nations, 8 ;

severe restraints respecting, duiing the

middle ages ; stigmatized with the name
. of usury ; Mosaic law respecting, 12, 13

;

prohibited in England by Edward the

Confessor ;
permitted 10th Kichard I.,

13 ; made legal (1546), 16 ; exorbitant

demands by the Jews, and rate pre-

scribed, 13-14 ; by Lombards
;
prohibi-

tions of in Scripture absurdly applied by

Fathers of the Church to the payment

of legal interest, and condemned as a

sin, 15 ; schoolmen, misled by Aristotle,

adopt same error, 15, 122.

Interest allowed by bankers, 147 ; at times

of pressure or panic, 224 ; from invest-

ments in funds or with bill-brokers, 209

(note); seldom allowed by London

private bankers, generally by country,

always by Scotch banks, 493.

Investments in the public funds, not strictly

an operation of banking, 136.

Investments of surplus cash, government
bills, exchequer bills. East India bonds,

good commercial bills of short dates,

those exclusively of one kind undesir-

able, 201-210; by Bank of England,
259-261.

Ireland, history of banking in, 523, et seq.

Ireland, banks of. Acts regulating, 523;

the Bank of Ireland, 526-532 : the Pro-

vincial Bank of Ireland, 532-542; the

National Bank, 542-544 ; the Hibernian

bank, 544, 6 ; the Eoyal Bank, banks of

Belfast, 546; laws of the currency in

Ireland, 547-556; abolition of small

notes and common gold currency con-

sidered, with evidence adduced relative

thereto, 556-561; Act of 1845, and
effects of Act upon the state of banking

in Ireland, 561-566 ; the exchanges be-

tween the banks, 566, 9.

Issue, one bank of, summary of Mr. Gil-

bart's evidence on, 441-446.

Jews, and members of other religions, en-

titled to same or corresponding advan-

tages as Christians in n-lation to notice

respecting bUls of exchange, 195.

Joint-stock bank, original project of one,

ascribed to Xenophon, 4 ; history of, 77

;

possess greater security than private

banks, 78 ; less liable to runs, 79 ; ad-

vantages from prudence in management,

80.

Joint-stock banks, formation of, course of

proceeding, &c., 426, 7 ; administration

of, with an inquiry into the causes of

their failures, 309-844 ; the three oldest,

462-464.

JoplLQ, Mr., discovery by (1822), that the

Bank Charter did not prohibit the for-

mation of joint-stock banks in London,

465.

Keeping a banker, ten minutes' advice

about, 593-602.

King, Lord, a notice from, to his tenantry,

for payment of rent in the real intrinsic

vslue of the legal gold coin pf the realm,

or in alternative modes suggested to in-

2 s
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sure the equivalent value thereof, the

same giving rise to 51 Geo. III. o. 127.

or Lord Stanhope's Act (which see), 41.

"Kites," defined, 115.

Laboub, vpages of, Adam Smith on, 352.

Lancashire, bills of exchange in, formerly

constituting circulating medium, 199,

200.

Lancaster, peculiarity of the circulation of,

199, 200.

Laws of the currency with reference to

Bank of England, 438-446.

Laws of the currency in Ireland, 547-

566.

Laws of the currency in Scotland, 501-

506.

Legitimate operations of banking have the

power of placing speculation under some

degree of restraint, 102.

Libraries, advantages of, in^banks, 371, 2 ;

V. note, 372.

Liverpool, the most speculative place in

England, 101.

Loans, short and dead, 174 ; application

for, during pressures, 221 ; on dead

security, 330 ; to speculative persons,

331 ; to directors, 333.

Loan banks, mercantile and charitable,

amongst the Bomatis, 6 ; and in later

times, 134-139.

Loans, mode in which the bankers formerly

transacted them with the Sovereign, 20

;

by bankers, and advances by, are practi-

cally the same in what way soever they

may be made, 135.

Lombards, or Italian merchants, from the

four republics of Genoa, Lucca, Florence,

and Venice, and their settlement in Eng-
land, 16.

Lombard or loan bank in Kussia, 137.

London banks, 12 ; have long since ceased

to be hanks of circulation ; are banks of

deposit, discount, and agency, 72.

" Looks-up," 209.

London and Westminster bank, 462.

London joint-stock banks, 462-469.

Lottery, Three per Cents, stock (1726),

created by means of a, 27.

Loyd, Lewis, Esq., on bills of exchange as

circulating medium of Manchester, 199,

200, crilena of accommodation bills,

200.

Loyd, Samuel Jones (now Lord Overstone'),

liberality of, to clerical department of

his bank, 354.

Lumbers, 37.

MAODOyALD & Co., Glasgow and London,

faihu-e of, system of " fictitious bills

"

adopted by, 296.

Macleod, Mr., on crisis of 1866, 293.

Mail, robbery of notes from, and liability

of Bank of England to pay, value having

been given for same, 30, 1.

Management of the public debt, reduction

of allowance by Government to Bank of

England for, 33, 38.

Manager of a joint-stock bank, 370, 1 . See

Banker.

Medici, bank of; Cosmo di, the wealthiest

merchant ever known in Europe, 7.

Melting gold and silver coins. See Peel's

bill, 43, 4 ; also loss sustaiued by Bank
of England as to silver, during the year

(1831), 55.

Merchants' book-keeping compared with

banking book-keeping, 414-^18; credit

of, depends not merely on wealth, but

prudence and propriety of conduct, 163.

Merchants, procession of, and of banters,

in ancient Rome, 585.

Mill, John Stuart, on salaries, 353.

Mind, and men of business, 342.

Minors, as drawers or indorsers of bills of

exchange, 189.

Mint, price of gold, 44, 435.

Money, false philosophy of contempt for,

161 ; making and saving, praiseworthy,

601 ; meaning of word in a bank, 3S1

;

book, 383 ; depositing in banks of de-

posit and joint-stock banks, 593, et seq.

Morals of society influenced by banking,

154.

Mint, gold and silver coined at (1821),

44, 5.

Mitford on banks in Greece, 3, 5.

Model bank, the, for modern banks, that of

Amsterdam, 9.

Money, substitutes for, 1 ; changers of, in

the Temple, 2; changing, 9; lending,

as part of the business of banking, 12

;

and also borrowing, 17 ; remittance of,

93.

Moneyed class, the, Mr. Eicardo on, 115.

Monte de Pie'te' at Pavis, 137.
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Montes Pietates, or charitable loan banks
at Eome, ancient and modern, 136

;

Perugia, at Naples, Paris, Kussia, Ire-

land, 137, 8.

Monthly fluctuations of the circulation in

Bank of England, the country banks,

the banks of Scotland, and the banks of

Ireland, 438-441.

Mosaic law, and interest, 13.

Natiokal Bank (formerly National Bank
of Ireland), advantageous specialities

relative thereto, is also a bank in London,

ii. 542-544.

National debt, partial reduction of, 31.

Nature and origin of bills of exchange,

109.

Necessaries, definition of, 189.

"Need, in case of," acceptance, 183.

" New-fashioned bankers," or goldsmiths,

17, 18, 19.

Nobles, gold, half, and farthing, issue of in

Edward III.'s reign, 10.

Northumberland and Durham Bank, stop-

page of, 282; report of Mr. Hodgson
(Bank of England) (sent down to in-

quire into the state of, and to assist)

as to its utter insolvency, long before

its stoppage, although declaring divi-

dends up to the last, 302-305.

Notaries, pubUc, 117-122.

Notes, are not issued by London bankers,

148 ; nor within 65 miles of London, 65 ;

under 11. cannot be issued by Bank
of England; may be by some private

bankers, and by banks in Ireland and

Scotland; v. Acts, and 493, 523, 547;

notes issued by Bank of England not

legal tender in Scotland, 492; country

private bankers, license for issuing,

liberty of reissuing notes under lOOi.

value, stamp duty on; compounding for

stamp duty, 470, 1 ; authorised issue in

. Ireland like that of banks in Scotland,

525 ; abolition of small, in Ii'eland, ob-

jections to, 556-562.

Notice, on non-payment of bill when prer

sented, 185; of dishonour of bill or

cheque, 191, 194-6.

Noting, 186.

" Nursing " an account, 179.

Office, administration of, in a bank, 345-

374.
•

Ohio Land and Trust Company, stoppage

of (1857), 280.

Olympia, temple of, repository of trea-

sure, 3.

One Bank of Issue as ultimate object of

Act of 1844, 441-6 ; consequences appre-

hended from to Scotland, 503.

" Only," effect of word in bill of exchange

to place of payment thereof, 185.

One pound notes, first issue of, by Bank
of England and country banks, (1797),

35; paid off by Bank of England

(1821), 45.

Order, principle of, and economy of time,

164, 5.

" Other securities " (Bank of England),

explanation thereof, 210.

Over-drafts defined, 174.

Over-issue of notes, 49 ; cheeks operating

against, 98. See Circulation, Specula-

tion.

Oxford, scholars at, and the Jews in reign

of Henry in., 14.

Panics, general impression concerning,

277 ; one feature common to all, deriva-

tion of the word, 278 ; delusions preced-

ing, and suddenness of, in 1825 and 18.57,

278, 9; causes of (1847), and (1857);

disasters productive of in the United

States, reacting on England, 280; re-

course, second time, to the panacea for,

281; effects of panic of 1857 on the

Continent; fluctuations in the rate of

discount, and reserve of bullion during

;

reduced reserve in Bank of England on

Thursday, 12th November (1857), and
imminent bankruptcy of bank, through-

magnitude of the calls occasioned by,

282, 3 ; period of comparative tranquillity

after, money plentiful, price easy; ad-

vantages soon counterbalanced by absence

of supply of cotton, owing to American

civil war; feverish symptoms, fall of

1863, and summer of 1864; oscillating

rate of discount, 284; similar disturb-

ance of money-market in France; un-

easiness occasioned by the number of

Limited Liability Companies formed;

drain of gold to Paris and of silver to

the East ; simultaneous rise of discount

by Bank of England and Bank of

France ;
prevalent suspicions, 285 ; im-

2 T



628 Index..

mediate causes of panic of 1866; de-

scription of scene of excitement on

"Black Friday," or " Overend Friday,"

286, 7 ;
" orasli ;" statements of the Chan-

cellor of the Exchequer and correspon-

dence between Government and Bank of

England, 288-293 ; announcement ofthe

third suspension of Bank Act operates

like a charm; remarks thereon of Mr.
Maoleod, 293; and of Mr. Patterson,

294; presumed proximate cause of

panics (1825, 1836, 1847, 1857, 1866),

yet one primary cause of each and all,

295; mechanism of "bubble-blowing"
displayed by the disclosures before Com-
mittee of House of Commons, after panic

(1857), 295-806 ; Miss Martinean's des-

briptioi of consequences of panic (1825),

307 ; can or cannot panics be prevented,

307, 8 ; when these financial catalogues

will be " things of the past ;" peace and
speculation, 308.

Par of exchange, real, between countries

explained and illustrated, 424.

Partners, greater security to a bank from
haviug many, than from having a few,

79, 309, 490.

Past-due bill, 181.

Payment of note or bill on demand, 193.

Pease, Mr., on speculations in trade and
commerce, 253.

Peel's bill, 43.

Permanent, or dead loans ; money advanced
on, contrary to all sound principles of

banking, 136.

Policies, life, advances on, objectionable for

bankers ; valuation of, explained, 178.

Post, transmission by, of biUs, notes,

cheques, notices, &c., 193.

Presentation of cheques, biUs, notes, within
a reasonable time, 193.

Pressure, administration of a bank under a
season of, 213-225.

Price, purchasing, of gold and silver, 71.

Private memorandum-book of banker, and
information respecting customers and
advances to, 165, 6.

Procession of bankers and merchants to the

Temple of Mercury in ancient Rome, 585.

Producers and consumers, merchants and
dealers, 100.

Production, stimulation of, by increase of

money in circulation, 147.

Profit and loss, abstract account, mode of

making out, 404.

Profits, and diminution of, in Bank of

England, in certain noticeable years,

57-60.

Profits of a banker, 87.

Profits of a bauk, 3 ; of the Bank of Eng-

land, 433.

Projects, number and capitals in the year

1824 and 1825, 47.

Promissory notes, returns of issue of, re-

quired by 3 & 4 William IV. u. 83, 73.

Promissory note, form of, acceptance, and

where written, 182 ; stamp duties on,

186, 9 ; payment of, 183, 185 ; presenta-

tion, 193; dishonour and notice, 191-

196.

Promotion, system of, 357.

Proprietors, See Shareholders.

Prosperity of a bank specially illustrated

in the Provincial Bank of Ireland, 535,

et seq.

Protesting, or noting bUls for non-accept-

ance, 185, 6.

Provincial Bank of Ireland, formation of;

important Act obtained by directors of,

relative to joint-stock banks, 532, 5.

QuALiFioATioNS of Bank of England direc-

tors, 70, 1.

Questions in reference to bUls of exchange

put to persons applying for, before they

are due, 180.

Quilter and Ball, the eminent accountants,

opinions and experience of, respecting

the panics (1847, 1857), 296-299.

Eeasonable time for presenting bills, notes,

or cheques, 193; giving notice of dis-

honour, 194-196.

Eeoeipta issued by the goldsmiths for

money lodged in their hands, circulating,

were the origin of bank-notes, 17.

Ke-disoount of bills by London bankers

would damage thtir Credit, 208.

Remittance, banks ofj origin of, 93; of

money by means of agencies, branches,

circulation of notes, 94-97; encourage

trade, 97.

Reserve, Bank of England, 261.

Rest, or surplus fund of Bank of England,

256. •
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"Eetiring" note or cheque in Scotland,

235.

Eestriotion Bank, Act, 35; and new Act,

37.

Bise of banking in England, 9.

"Eisk-money," 365.

Bobberies by Charles I. and Charles II.

of merchants' money, 17, 20.

Boom, bankers', 165.

Eose, Eight Hon. George, on savings

banks, 139-14:1.

Eoyal bon-owings, 16, 20.

Eoyal exchangers, appointment of, by
Edward III. ; discontinuance of oflSce in

Henry VIII.'s reign; re-establishment

by Charles I. (1627), 10 ; final cessation

of, 12.

Eoyal reply to City magnates on a financial

appeal, 12.

Buns, the first on record in the history of

banking, 19 ; definition of a, 85 ; joint-

stock less liable to, than any other bank,

79 ; cause of a, 80.

Sabbath, institution of, a. blessing ; must
be reverenced; advantages, mental and

physical, by abstaining &om labour on,

687.

Sacrifice of money, some, by the Bank,

would give her gi'eat power in regulating

the exchanges ; others make the loss, the

Bank the profit, 281.

Sanderson & Co., suspension of, 281.

Savings banks, description, origin, and

establishment of, 139-144.

Scotland, banks of, law in Scotland relating

to, 490^93; comparison between, and

banks of England, 493-501 ; laws of the

currency in Scotland, 501-606 ; operation

of the Scotch banks that refer to cash

credits; deposits; remittances to India;

settlement of the exchanges, 506-522

;

non-application of certain provisions to,

respecting Christmas-day, and others

appointed for fasts or thanksgivings,

195.

Securities, Govenunent, advantages of, 201,

204 ; of Bank of England, as " govern-

ment " and " other," 209 (v, note) and

441; K. also Investments; Loans; Ad^

vances, Consols ; Bills of Exchange.

Securities from clerks, 856.

Self-dependence of banks, 250.

Settling-day, 212.

Shareholders, applause, censure, admoni-

tions, and instructions from, to directors,

341 ; non-interference by;, 542.

Sharp-sighted people, 223.

"Shop-receipt," described, and form of,

381.

Sketch of the history of joint-stock bank-

ing by Mr. Maoleod, 464-469 ; testimony

borne in, to the merits of the late Mr.

Gilbart, 464, 465.

Small notes, or those under 51., Acts re-

lating to, retm-ns, remarks, 481, 3 ; 490,

3 ; 503-6 ; issue of in Ireland ; sum-

mary of evidence given before both

Houses of Parliament as to the effect of

abolishing, 556-561.

Smee, W. E., Esq., improvements effected

by in Bank of England, and in National

Debt Oflace on suggestions of, 407.

Smith, Adam, on wages of labour, 352.

South Sea bubble, 26.

Sovereigns, coinage of, in lieu of guineas,

45.

Specidation, defined, 100 ; illustrated from

Holy. Writ, 101 ; in Liverpool, 101

;

banking operations undeniably aid, and

»yet can restrain to some degree, 102

;

issue of notes and, 103 ; wild spirit of,

and consequent panics attributed to the

country circulation, 473; refutations

advanced by country bankers against,

474.

Speculation and pressures, 220 ; customers

given to, 175, 331, 2 ; in trade and com-

merce from fluctuations in the currency

the only road to wealth {dielvm of Mr,

Pease), 253.

Stamp duties, on cheques, bills of exchange

and promissory notes, 186-189; on

country notes ; compounding for, by

country private bankers, 471.

Stocks defined, 210.

Stock-brokers, 211-213; commission, 422.

Stock Exchange, 211-213.

Stuckey, V., on Government securitieSj

204.

Suretiship, private and through guarantee

societies, 356.

Surplus, bankers' nominal division of,

203, 4. See Section VI. of the " Practice

of Banking."

Surveillance by inspector over branch
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basks, 336 ; of large banks over small in

Scotland, not existing in England, 499.

Suspension of Bank Act (1857), observa-

tions of leading daily papers thereon,

283, 4.

Tables, Bank of England returns, 254, 5 ;

273, 4, 5; Bank of Ireland returns, 548,

550.

Ten minutes' advice about keeping a

banker, 593-602.

Tenantry, Lord King and his, in relation

to payment of rent in good and lawful

money of Great Britain, 41.

Terms, banking, 155-160; and in con-

nexion with book-keeping, 381. See also

Acceptance " in case of need "—^Accept-

ance '• for the honour of "—" At sight,"

a vieta, a vue—" Dead " loans and secu-

rities
—

" Half-usance "— " Locks-up "

—

'' Nursing " an account—" Only," in bills

of exchange— " Par of exchange "

—

" Retiring "— " Searching for the differ-

ence''—"Securing the convertibility of

the note "— " Sets "— '' Shop-receipts "—" Usance," a uso, ad uso.

Testimonials, nature of clerks', and value
of, 351

Three per Cents, stock (1726), created by
means ofthe lottery, 27 ; Eeduced (1757),

31, and Three and a half Eeduced, 46.

Till, amount to be kept in, by banker,

202, 3.

Time, economy of, by bankers, 164i

Tower of London, merchants formerly kept

their money in, 17.

Trade of a banker, in what it differs from

other trades, 86.

Usance, 184.

Utility of banking, 147-154.

Value, of coin and bank notes "effec-

tually" provided for! See Lord Stan-

hope's Act, 41 ;
given for bank notes

stolen from mail, recovery of from the

Bank, 31. See Currency, Gold, Money.

Venice, commerce of, the bank of, esta-

blished, (1157), 7.

Virtues, commercial, preserved by bankers,

154.

Wages of labour, Adam Smith on, 552.

Wealth honestly acquired, advantages of,

161.

Weight of five hundred and twelve bank

101. notes equal to one pound, 32.

Western Bank of Scotland, extraordinary

career of, and disclosures concerning, 300-

302.

West-end bankers, 169 ; 448.

Wind-bill of Scotland, and accommodation

or "kite" of England, 200.

Wool, heavy article to advance upon, 332.

Xenophon published a treatise upon the

Athenian revenue ; originated by his

suggestions the establishment of a joint-

stock bank, 4.

THE END.

LONDON; PBIMTED BZ WILLIAM CLOWES AND SONS, STAUFOttD Sl'REET
AND CHABING cross.











HG/1586/g1^6/i873

^^bart, James W.
Vol.

idfe Principals and Practice of '^°'"'

B&nking




